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HISTORY AND ECONOMICS 


CHARLES A. BEARD 
‘New Milford, Connecticut 


Not long ago an eminent American economist, in a conversation 
with the writer of this article, expressed great impatience with 
history. He said in effect that history seemed to him a hopeless 
jumble of events and personalities held together by no system or 
logic of relationships. He had tried again and again to force him- 
self to read history, in the hope that he might get something out of 
it, and had always been compelled to give it up in dispair, if not 
disgust. He did not join Henry Ford in declaring history to be 
‘“*bunk,”” but it was evident from his tone and temper that he sym- 
pathized with this view of the subject. At all events he turned 
with positive relief to a discussion of wages and prices where he 
found something “‘positive’’ to consider—or at least the mathe- 
matical symbols of something positive. ‘‘Here,’’ he added with 
apparent satisfaction, ‘‘we have data that can be handled without 
any tinge of partisan politics or ethical aspirations.”’ 

How representative this opinion may be there is no way of know- 
ing, but it is highly probable that many economists share the view. 
At all events a cursory examination of economic journals in the 
Library of Congress discloses no considerable interest in the theory 
and practice of historical composition. Indeed, it reveals not 
much interest in history at all, save that dealing with “‘economic 
factors."" That economists have made important contributions 
to the history of ‘‘economic phenomena’’ must be admitted, but 
their concern with the past does not run far beyond such aspects of 
history. 

This indifference is doubless reciprocated by most historians. 
It would be interesting to know how many American students of 
history have read the great classics in economics from Adam Smith 
through Marx to Marshall and John Bates Clark. Not many, it 
may be guessed. Some historians have given a little thought to 
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economic matters. In dealing with Hamilton, Webster, Calhoun, 
and Andrew Jackson, they can scarcely escape seeing banks, tariffs, 
currency, and slavery. Yet historians seldom deal with these 
topics in the coherent manner that characterizes economic thought. 
Either they do not have the requisite training, or, having training, 
they find it impossible to bring the stubborn facts of the historical 
uproar into any consistent and meaningful whole. 

For the state of affairs herein mentioned no one in particular 
deserves criticism. In a large measure it is due to the growth of 
specialization. And specialization comes out of the quest for more 
minute and exact knowledge. Thus knowledge is advanced and 
vague theories are punctured. 

As an old fashioned kind of humanist, with no special compe- 
tence in any field, I confess, however, that I am appalled by the 
volume and nature of the results of specialization. It is my cus- 
tom, out of sheer curiosity, to visit a library periodically and run 
through the journals in economics, sociology, politics, anthro- 
pology, history, international relations, jurisprudence, ethics, and 
philosophy. In forty years the number of such journals has 
increased enormously. That is not the whole story. The amount 
of technical knowledge required to read any of them intelligently 
seems to have grown in about the same proportion. In trying to 
keep in sight of the procession, to say nothing of keeping up with 
it, an old fashioned humanist is inclined to quote the words attrib- 
uted to the late Justice Holmes: “At the age of ninety-three I seem 
to have lost interest in improving my mind."’ 

No wonder that the economist is impatient with historians. 
He has little time to look at their doings, and he finds their work 
running into such minute matters as: ‘Was George Washington 
actually at Mount Vernon on that day?’’ Or something even less 
“‘important."’ Perhaps the historian is trying to find out whether 
Washington married for love or money. Certainly no person who 
is concentrating his mind on the prices of cotton in the Liverpool 
market can stop to play with such “‘trivialities."’ 

Yet, without trying to read any lessons to economists, I venture 
to suggest a few points in behalf of history. You will note that I 
say ‘‘history,’’ not “‘historians.’’ Just when a village chronicler 
rises to the dignity of a historian I cannot pretend to say. Words 
are used loosely in America—and elsewhere. 
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Just what is this “‘history’’ which my disdainful economist 
threw out of the window? He had in mind ‘‘written history.” 
That is, books on the subject. But a distinction is helpful. It is 
well to remember that history, as Croce reminds us, may be con- 
sidered under three heads: actuality, records, and written history. 
History as actuality—the object of historical study—includes all 
that mankind has thought, said, and done since it began its career 
on this planet. Records tell us many things about this actuality. 
Written history selects and organizes various facts presented by 
records—facts pertaining to periods, countries, or aspects of human 
affairs. 

If the economist grows impatient with the scholars who collect, 
collate, and edit records, if he finds written history a hopeless 
jumble, he will do well to remember that he and the object of his 
affection—economics—are a part of history as actuality. He does 
not work merely on the plane surface of the living present. For 
price movements, to use an example, he goes back into the past— 
ten years, fifty years, perhaps all the way back with Thorold 
Rogers to the middle ages. For some of his materials he is in- 
debted to the dust-sifting historian who collects, preserves, col- 
lates, and publishes. Doubtless the severest critic of history will 
make this concession to the facts in the case. 

The economist has a lot of difficulty in disentangling from the 
records of history the facts that he wants for his purposes. His- 
torians who ‘“‘specialize’’ in politics are frequently oblivious to the 
importance of economic records. I can cite a beautiful example. 
Years ago I found in the barn of a New England family a trunk full 
of ‘‘old papers."’ Antiquarians had pawed over them and taken 
out letters exchanged by persons in various walks of life. They 
had left behind ‘“‘old trash.’’ And what was that? The re- 
mainders consisted of the account books of a local merchant in the 
eighteenth century, showing day by day and year by year goods 
bought and sold and prices paid. All on good linen paper in clear 
hand writing. 

Although I knew nothing about economics worthy of mention in 
polite society I almost went into ecstacies over these account 
books. In them I could visualize, more or less, the civilization 
of that community at the time the American republic was coming 
into being and taking its place among the nations of the earth. 
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Things bought from the merchant showed in part the material 
basis of that civilization. Still more. They showed the desires 
of the community—the objects of desire for which purchasers were 
willing to make sacrifices. They showed also the commodities 
which the community produced—its talents, skills, and activities. 
Price movements suggested correlations with colonial, national, 
and international events. To make a long story short, I managed 
to get those account books transferred to the Yale Library for the 
use of dust-sifters and perhaps some economists. If the economist 
would not quarrel with historians, but would give his spare 
energies to enlightening them, the results would be good—in 
terms of increased knowledge. 

Likewise, if the economist would cease to think of history as 
made up of the few history books he knows, and consider some of 
the problems of historiography, the result might be good also—in 
another way. He knows full well how hard it is to get his own 
““facts,"’ to bring consistency into his arrangement, to make the 
whole water-tight in logic and system against the probing criti- 
cism of his colleagues. Yet his facts make up only a part of the 
facts with which the poor historian must wrestle. Many of his 
facts may be expressed in quantitative terms—in part, not wholly. 
Many of his facts display certain uniformities. He does not have 
to bother with Caesar, Cleopatra, the women of the Caesars, 
Catherine the Great, Napoleon, Parnell, or Huey Long, and the 
doings of multitudes of eminent persons—their deeds, distempers, 
and affairs. af 

It may be a surprise to our economists to learn that this problem 
of seeking order and meaning in the totality of history, which 
includes economists and the objects of their interest, has received 
the consideration of many powerful minds during the last fifty 
years, especially during the last twenty years. It would be 
possible to list here a veritable library of books and articles in 
many tongues to demonstrate the truth of this statement. How 
many economists who are impatient with historians could present 
an analysis of and discuss the works of Croce, Heussi, Karl Mann- 
heim, Scheler, Dilthey, Miiller-Armack, and a dozen other writers 
who have posed and tackled fundamental problems of historiogra- 
phy? Whatever may be the merits of these writers, it cannot be 
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said that they a.c mere dust-sifters, chroniclers, tale tellers, and 
amusement artists. On any count they must be reckoned as first- 
rate thinkers, and the literature they have created, like the highly 
technical literature of contemporary economics, requires for com- 
prehension high technical competence. 

And what are some of the ideas advanced by these thinkers 
worthy of consideration by economists? A few may be set down, 
on the understanding that systematic consideration is deliberately 
excluded. 

First of all, the historian confronts the total actuality of history 
—the whole career of mankind on this planet, and he is unable to 
find any unequivocal beginnings and endings in the totality. 
Wherever he begins, whatever may be his first word, he cuts, as 
Maitland finely says, ‘‘a seamless web.” 

Second, in this totality are embraced all events and personalities. 
Political facts, economic facts, ethical facts are not isolated particu- 
larities; they are phases or aspects of events and personalities. In 
actuality they appear in the total context, and separate treatment is 
arbitrary. An economic fact does not exist as a separable particu- 
larity. It may be at the same time a political or ethical or military 
fact. Whoever chooses to treat a phase of history, such as econom- 
ics, can merely make a formal category for his ‘‘facts’’ in his mind. 
The separate category does not exist in reality—in the totality of 
history. 

Third, the historian finds in this context a multitude of relation- 
ships in time development, unfolding, or jumble (according to the 
standpoint). There are political, economic, and ethical relation- 
ships. Some of them may be traced more or less successfully and 
treated as uniformities, contemporaneous or in time reproduction 
(not exact repetition). But every so-called uniformity discovered 
is surrounded by events and personalities that are not yet reduced 
to law or uniformity, is conditioned by them. So the historian 
must always be saying, ‘‘Other things being the same.” 

Fourth, the historian finds himself unable to reduce the totality 
of history, which includes all phases, to a consistent, meaningful 
whole—to any kind of arrangement having the appearance of law 
(as used in physical science). Still worse, the historian is driven 
to the horrible conclusion that no “‘science’’ of history is possible, 
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for the reason that the records are at best partial, fragmentary, and 
often untrustworthy 

Fifth, if no science of history is possible, then no science of any 
phase of history is possible, for each phase is conditioned by, in 
part determined by, unknown and unknowable circumstances, 
which cannot be reduced to order and law. What the economist 
will say to that when he masters the technical literature of his- 
toriography, I have no way of knowing. At all events there it 
stands. 

Sixth, what then can the historian say for himself? He can 
describe, with more or less accuracy, according to the nature of the 
records and his skill, conditions which made possible what hap- 
pened in many particular cases. The “‘chain of causes,’’ the law 
of events, he cannot trace, assuming its existence. And in seeking 
to describe the conditions which made possible what happened in 
particular cases, the historian cannot stop at economics or politics 
or war; he must push his inquiries to the fulness of the circum- 
stances as far as possible (finding no end) and take into account all 
known relevant relationships, éf he is true to his subject matter and 
its realities. Thus the historian is forced outward from any 
particular event or series of events into the totality of environing 
culture in time unfolding. Any special treatment, under this view, 
is not realistic. It is arbitrary, partial, and pertains to temporary 
and partial circumstances. 

In fine the historian has stated a problem that he cannot solve, 
has linked the fate of the economist to the totality of history in 
which men and their little systems have their day and cease to be. 
For this conclusion he is likely to be called a ‘‘mystic,’’ but his 
answer may appropriately be: ‘‘I am a realistic agnostic who dis- 
trusts all those who are sure that they know.”’ 














ECONOMIC OPINION AND THE FUTURE OF THE 
INTEREST RATE 


JOSEPH J. SPENGLER 
Duke University 


During the past several years interest rates have touched un- 
precedentedly low levels.1_ While the present lowness of the in- 
terest rate (or rather, of the complex of interest rates) is a concomi- 
tant of depression, this lowness and the persistent downward trend 
in recent years have been taken to indicate either that the decline 
will continue, or that there will not be much recovery from present 
low levels. In this paper we shall examine both the literature 
specifically concerned with the future of interest rates and other 
studies pertinent thereto, and determine therefrom what may be 
conditionally anticipated relative to future interest levels. 


VIEW THAT DECLINE IS IN PROSPECT 


The view that the long run trend in the interest rate is downward 
and will continue to be downward is not strictly new. It appeared 
in the opinion of the early classical economists that profits would 
tend to a minimum necessary level, this level to be determined 
ultimately by the conditions governing the supply of the man- 
made factors of production. Toward the end of the nineteenth 
century Schmoller, like Leroy-Beaulieu, noting that the nominal 


1In the United States short-term rates have remained below one per cent. Customers’ 
rates at banks have ranged from slightly over three per cent in some sections of the United 
States to around five per cent in other sections. Early in 1936 the yield on 60 high grade 
bonds reached 3.88 per cent, the lowest yield since 1900. In February, 1936, the yields on 
representative categories of various types of bonds had reached levels even lower than the 
low levels of 1935. In England rates have been as follows for the years 1913, 1928, 1934; 
average bank rate, 4.77, 4.5, 2.0; average three month bill rate, 4.37, 4.15, 0.83; average yield 
on all new government loans, 4.77, 5.09, 3-14; average yield on new issues of industrial de- 
bentures, 5.5, 6.1, 4.48; average yield on new issues of preference shares, 5.74, 7-37, 5.00 (see 
The Economist, February 2, 1935, p. 239). Not until 1935 did the trend in the yield on 2} per 
cent ‘‘Consols"’ reverse itself to increase in that year about 8.8 per cent, an increase apparently 
due in part to economic recovery in England (see ébid., March 21, 1936, pp. 632-33). 
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interest rate had fallen from a level of 5—7 per cent in the middle of 
the nineteenth century to a level of 2} to 3 per cent by the close of 
the century, concluded that there was an historical tendency for 
the interest rate to fall and that it might decline ‘‘in the twentieth 
century to 2 and even to 13 per cent.” 

In recent years Mr. J. M. Keynes has been primarily responsible 
for the popularity of the belief that interest levels will and must 
fall. Six years ago Mr. Keynes, noting that the World War had 
pushed longer time interest rates above the level at which, under 
peace time conditions, investment could absorb savings, defined 
the slump of 1930 as “‘the death struggle of the war-rates of in- 
terest and the re-emergence of the pre-war rates."’ In support he 
cited the discrepancy between the high long-term and the low 
short-term rates, a discrepancy which, he believed, could be 
eliminated by means of central bank action.? In more recent 
discussions Mr. Keynes has predicted that interest rates will fall to 
and below the pre-war levels, that the yield on gilt-edged securities 
will fall to and below 23 per cent. He has stated that ‘‘reduction 
of the long-term rate of interest to a low level is probably the most 
necessary of all measures if we are to escape the slump and secure a 
lasting revival of enterprise;’’* that the rates charged by English 
banks and building societies remain too high;‘ that ‘‘full employ- 
ment’’ will not be realized in England until interest rates fall below 
prevailing levels.» Keynes reasons as follows: During the nine- 
teenth century, given the then frequency of war, growth of popula- 
tion and invention, opening-up of new lands, state of confidence, 
and ‘propensity to consume,"’ the ‘‘marginal efficiency of capital” 
was such as to permit both fairly full employment and equilibrium 
between savings and investment at interest rates ‘‘high enough to 
be psychologically acceptable to wealth owners.’’ (Keynes esti- 
mates the ‘‘long-run typical rate’’ in the leading financial centers 
in the nineteenth century as about 5 per cent, the gilt-edged rate at 
3 to 33.) In the immediate pre-war decades, even though popula- 

2 Treatise on Money, New York, 1930, II, p. 384; Svenska Handelsbanken Index, V, Septem- 
ber, 1930, pp. 178-86. 

3 Economic Journal, Vol. 42, 1932, Pp. 415. 

“ The Economist, February 23, 1935, p. 428. 

5 The Economist, February 22, 1936, pp. 404-405. 

® The General Theory of Employment, Interest, and Money, New York, 1936, pp. 307-08. 
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tion was still growing and new areas and new industries were 
being developed, the yield on ‘‘Consols’’ was below 3 percent. In 
the present century the relative supply of capital equipment is 
much greater than in the nineteenth century, and the above- 
mentioned conditions which formerly served to lift or to sustain 
the demand for capital have largely disappeared. Yet new 
savings continue to flow into the capital market and will continue 
even at an interest rate of one per cent. Therefore the interest rate 
must fall. 


Great Britain and the United States would, if they were to return to the full employment 
of their resources, save sums so vast that they could not possibly be invested to yield anything 
approaching 34 per cent. It is highly probably that the equilibrium rate is not above 24 
per cent for long-term gilt-edged investment, and may be appreciably less.” 


A number of English writers have expressed partial agreement 
with Mr. Keynes’ views. In the editorial columns of The Econ- 
omist it has been suggested that rates of 5 per cent on short-term 
and other loans are too high to permit housing and industrial 
development to absorb available capital ;* that while there is little 
probability of a rise in the interest rate in the near future,* it cannot 
yet be assumed that present reduced rates have come to stay.}° 
D. G. Hutton implies the necessity of low interest rates when he 
suggests that rigidities in the English economic structure will 
require the government to do two things if recovery is to be sus- 
tained: ‘‘one to keep down the rate of interest—the other deliber- 
ately to canalise long-term investment into the most productive 
channels under Government aegis.""4 Another writer reasons 
that although increased taxation will diminish the relative amount 
of new saving, the demand for new savings will not reach the 
dimensions ‘‘of the peak industrialization period of the late nine- 
teenth century’’ inasmuch as future inventions will be capital- 


1 The Economist, February 24, 1934, p- 425. See also ébid., p. 394; The Economist, Novem- 
ber 24, 1934, p- 976; also Index, V, loc. cit. 

8 November 24, 1934, p. 976; December 1, 1934, pp. 1037-38. In 1932 D. B. Copland, 
noting that “‘the world is facing a definitely low rate of interest,"’ described 4 per cent as the 
then approximately appropriate rate for an English loan to New Zealand (see Economic Journal, 
XLII, 1932, p. 379)- 

® The Economist, February 2.4, 1934, P- 394- 

10 [bid., February 1, 1936, p. 229. 

11 Lloyds Bank Limited Monthly, February, 1935, pp. 81-82. 
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saving rather than labor-saving, and other sources of demand for 
savings will be quantitatively less than formerly. Presumably 
then this writer anticipates a return to something like pre-war 
interest levels.12 Professor Allan Fisher gives two reasons why 
lenders must adjust themselves to ‘‘a permanently reduced’’ and 
perhaps continually falling ‘‘level of return on capital:’’ (1) the 
newly-evolving wants of the advanced societies of the near and far 
future will be less capital-consuming than those dominant up to 
the present; (2) new inventions may prove less capital-consuming 
than earlier inventions. Production has advanced from a primary 
stage in which agriculture dominated through a second stage in 
which manufacturing and related forms of production became 
dominant to a “‘tertiary’’ stage in which an increasing proportion 
of human effort and capital equipment will be diverted to the 
production of ‘“‘facilities for travel, services, flowers, music, art, 
literature, science, philosophy and the like." These new demands 
will probably require for their satisfaction relatively less capital 
and relatively more labor than the demands dominant in the epoch 
when the basic transportation, utility, and manufacturing invest- 
ments were made. Moreover, as many of the new areas of investment 
will not prove very amenable to private development, investment 
in the future will have to be subjected to an increasing amount of 
social guidance and to an increasing amount of actual exploitation 
by philanthropic and public agencies.'* 

M. Dobb, following Sraffa, suggests that capital accumulation 
will depress the interest rate and that investors in both free and 
planned economies must anticipate this decline when making 
present investments. In so far as interest declines can be foreseen, 


It would be economical to invest in the new technical processes in advance of that fall in 
the interest-rate which would later render them profitable: in other words, to violate the 
principle of equimarginal returns and apply a different time-discount to different sections of an 
industry and of the economic system, investing part of the available capital resources in ways 





12 Westminster Bank Review, March, 1934, pp. 3-8. 

13 Economic Journal, XLIII, 1933, pp. 380, 382, 384-85, 387-89; International Labor Review, 
XXXII, 1935, p. 16. If one accepts E. M. F. Durbin’s conclusion (see Economic Journal, XLV, 
1935, Pp. 702-03, 709) that “‘integral or indivisible or social ends’’ are not amenable to the 
competitive production, then one may say that if these ends become quantitatively more 
important in virtue of ‘‘progress’’ or of cessation of population growth, the relative impor- 
tance of philanthropically or governmentally controlled investment will increase. 
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which yield, not the normal interest rate of today, but what will be the normal rate, say, 
ten or twenty years from now. The advantage would consist in the lower obsolescence and 
the longer term of usefulness of the plant." 


A number of writers see in the cessation of population growth a 
reason for anticipating a rather precipitate fall in interest rates. 
For as the rate of population growth approaches zero" during the 
next two or three decades the relative importance of the demands 
for various goods will change, changes in age composition will 
favor an increase in per capita productive effectiveness, and the 
need to provide capital for the support and use of new increments 
of population will approach zero.17 Therefore, it is said,!* the 
supply of capital relative to the supply of labor will increase 
in sufficient proportion to bring about an appreciable decline in 
the marginal productivity of capital.1* K. Wicksell implicitly 


14 Economic Journal, XLIII, 1933, pp. 596-97. Dobb overlooks the fact that an anticipation 
by entrepreneurs of a subsequent decline in the interest rate will tend to bring about an imme- 
diate readjustment in present facto: prices and in their uses. For the present worth of durable 
capital will change and wage rates will rise. For a criticism of Dobb's treatment of time- 
preference see F. Knight, Journal of Political Economy, XLIII, 1935, p. 813, note. 

18 See C. E. McGuire, Proceedings of the International Congress for Studies on Population, 
IX, Rome, 1933, pp. 9-16; J. R. Arnold and writers cited in my articles in Harvard Business 
Review, XII, 1934, pp. 206-07. 

16 For data on the probable future population growth in a number of countries see P. K. 
Whelpton, ‘The Population Prospect’’, reprinted from the Proceedings of The Third Interna- 
tional Conference of Agricultural Economists, Bad Eilsen, Germany, 1934. The American 
population may reach a maximum of close to 140 millions within the next twenty years and 
then gradually diminish. Although adequate demographic data for the world as a whole 
are lacking Kuczynski estimates (Population, Chicago, 1930, p. 299) that the population of 
the world as a whole will require at least 150 years in which to double and probably a much 
longer period, if it ever doubles, which is doubtful. During the century ending in 1930 the 
world population approxi-aately doubled. 

It should be noted in passing that internal migration of population within countries 
appreciably diminishes the effective supply of capital goods. For emigration renders varying 
amounts of capital goods valueless in areas of emigration; immigration elevates the demand 
curve for certain types of capital goods in areas of immigration. 

17 Some of these points are discussed in the writer's article, cited in the previous note. 

18 E. G., see J. Warming, International Labor Review, XXIV, 1931, pp. 43, 48. 

1® The same conclusion may be derived from B6hm-Bawerk's theory which, for the prob- 
lem under consideration, yields the same type of result as that of J. B. Clark. As summarised 
by Béhm’s translator, W. Smart, given an increase in wealth (i.e. capital) relative to popula- 
tion,—an increase which is fostered by a decline in the rate of population growth—*‘the new 
wealth will . . . find [employment] in extending processes. But as [this] . . . extension of 
period gives decreasing surpluses, the return to this last employment of wealth will be less 
than before. This marginal employment will bring down interest generally.’ See The 
Positive Theory of Capital, pp. xxi-xxii; see Book vii for full treatment by B6hm-Bawerk, whose 
analysis, however, allows the productivity of capital to be raised by invention. 
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stressed this point in a criticism of G. Cassel’s interest theory. 
Cassel’s supposition that the interest rate would not fall appre- 
ciably was based in part, said Wicksell, upon the assumption that 
population would continually increase. 


The important practical question of the structure of the rate of interest in the immediate 
future, that is to say, until the losses in capital incurred in the war are more or less made good, 
depends above all on what happens to the population.?° 

The degree or rapidity of its fall depends mainly on . . . the degree of probability with 
which we may expect the future growth of population to be on the same or a similar scale 
to the present.*! 


Wicksell attributed the failure of the interest rate to fall?* pri- 
marily to the non-stationary character of modern society, a condi- 
tion traceable to technical discoveries, colonial development, and 
population growth, all of which elevate the marginal productivity 
of capital. Given a lack of population growth, progress would be 
slower and stationary conditions would be more closely approxi- 
mated. 


20 Lectures on Political Economy, London, 1934, Vol. 1, pp. 241-42; this translation is based 
on the third edition published after Wicksell’s death in 1926. The criticism of Cassel was 
written in 1919. 

31 [bid., p. 211. 

22 “‘Tt is, therefore, rather difficult to imagine . . . any limit below which the rate of 
interest could not fall."’ See sbid., p.211. Wicksell supposed, as does Schumpeter (see be- 
low), that in a stationary state the interest rate would be nil. Keynes supposes that while 
the ‘‘marginal efficiency’’ of capital may fall to zero within a generation (see General Theory, 
PP. 217, 220-21) the costs of bringing borrowers and lenders together and ‘‘uncertainty as to 
the future of the rate of interest’’ fix the lower limit of the long-term rate at perhaps 2 or 24 
per cent (ébid., p. 219). He concludes, therefore, that investment will have to be socialized 
if the rate of investment is to permit full employment of labor (bid., p. 378). While Keynes’ 
theoretical frame-work differs from that of other writers cited in this paper, his conclusion 
does not accord with that reached in this paper. A.C. Pigou concludes that in a stationary 
state ‘‘the capital stock shall stand at such a level that the rate of interest is equal to [the] 
rate of discounting future satisfactions,’ . . . a rate ‘probably positive and fairly small.” 
See The Economics of Stationary States, London, 1935, pp- 50-57. F. A. v. Hayek, who does 
not consider a zero rate of interest “‘in the least likely to occur at any future time in which 
we are at all interested,"’ shows that in a world of imperfect foresight the rate cannot fall to 
zero. Von Hayek, however, contends that in theory a zero rate of interest is more easy of 
attainment than F. Knight assumes; that the rate would be zero if the value of services de- 
pendent on the existence of a certain capital good were no higher than “‘the cost of reproduc- 
tion of a good that will render the same service."” See Quarterly Journal of Economics, L, 1936, 
Pp- 222-25. See also note 30, below. 
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Then interest will also fall, and the capitalist will have to be content with quite a small 
share in the product—both absolutely and relatively—and perhaps (though, for the reasons 
given, this is somewhat improbable) with nothing at all.* 


McGuire, Arnold, and others* suppose that the modern economy 
cannot be adapted to a stationary or to a diminishing population; 
that given such a state of population, over-production, economic 
disequilibrium, falling price-levels, lack of confidence, and profit- 
lessness in industry will progressively develop; that as a conse- 
quence the entrepreneurial demand for capital and the interest rate 
will decline sharply. This argument presupposes (a), that a 
natality decline cannot be checked; (b), that an economy cannot 
be adjusted to changes in population growth—changes which are 
comparatively slow. It can only be said that changes in the size 
and rate of population growth will be accompanied by changes in 
the relative importance of specific industries and occupations; that 
resources can be reallocated among industries in a manner designed 
to give ful! employment to all the factors of production; that given 
such reallocation, the ordinary interest-determining forces will 
operate.?® 


VIEW THAT LITTLE DECLINE IS IN PROSPECT 


The writers who reject the view that there is a long run tendency 
for the interest rate to fall suggest that new inventions and innova- 
tions will periodically lift the productivity curve of capita and 
that the great potential supply of as yet unsatisfied capital-consum- 
ing social needs will permit all forthcoming capital to be absorbed 
at interest rates reduced slightly if at all. J. H. Jones, assuming 


33 Lectures, p.214. How permanent such a condition would be we have no way of know- 
ing. J. Akerman finds that periods in which capital increased much and population increased 
but slightly have been followed by periods in which capital increased little while population 
increased markedly. See Ekonomen, Vol. 6, 1929, pp. 180-82, summarized in Social Science 
Abstracts, Vol. 2, 1930, p. 1338, #10, 534. There is no reason at present for supposing such 
a population growth in the present century. 

% See note 15; also S. Somogyi, and works cited by him in International Labor Review, XXXI, 
19355 Pp- 151-65; also W. Woytinsky, Three Sources of Unemployment, Geneva, 1935. 

25 See the writer's article cited in note 15; also the writer's essay in Proceedings (cited in 
note 15), IX, pp. 33-59. See also A. B. Wolfe's essay in N. E. Himes, ed., Essays in Honor of 
T. N. Carver, Cambridge, 1935, pp. 226-44; A. H. Hansen, Economic Stabilization In An Un- 
balanced World, New York, 1932, pp. 229-38; A. G. B. Fisher, International Labor Review, 
XXXII, 1935, pp. 13f. 
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that the relative amount of new saving will be somewhat depressed 
by taxation and by a decline in the relative volume of business 
profits and not appreciably augmented by a diminished rate of 
population growth, concludes, in respect to Great Britain, that 
replacement needs, construction needs, foreign lending, and the 
like, will sustain the demand for capital. 

Assuming a return to normal trade conditions, I see nothing in the present world situation 
to warrant the view that the long-term rate of interest will be lower than in years immediately 
preceding the war. With the present and prospective rate of saving, along with the potential 


demand for capital, the prospect of a two-and-a-half per cent rate of interest under ordinary 
trade conditions seems to me extremely remote.”* 


G. Cassel rejects Keynes’ conclusions and suggests that Swedish 
assurance companies may safely base premium reserves on a four 
per cent interest rate. Increased taxation and a rising standard of 
living in the lower income groups will somewhat depress the 
relative amount of new savings. Government needs, the lack of 
housing facilities,?” other unfilled capital-absorbing wants, tech- 
nical progress, and (assuming that capital-exporting countries 
resume foreign lending) the needs of relatively unexploited foreign 
areas will sustain the demand for new savings. Any slight drop 
in the interest rate will greatly increase the possibility of eco- 
nomically employing capital. Each technical advance will elevate 
the demand curve for capital. 

Even a slight drop in the rate is usually sufficient to liberate so many possibilities for the 
profitable use of durable goods that the demands of capital-disposal resulting from this com- 
pletely exhaust the supply. A further fall would be met by still stronger counteracting 
forces. New possibilities are continually being added to this fund of possible uses of capital— 


by inventions, the opening-up of new countries, increases in population, etc. Thanks, there- 
fore, to progress, in its broadest sense, this fund is practically inexhaustible.** 





%6 The Accountant, March 3, 1934, pp. 290-93. Jones states that Keynes assumes a falling 
price level inasmuch as the trends in interest rates and in the price level are usually similar. 
Recently Jones concluded that “‘the long-term demand for capital is not likely to be less than 
in the past’’ and that the interest rate will rise above present levels. See The Statist, April 
27, 1935, Building Societies Section, pp. 10-11. 

27 In an interesting study of overcrowding in England and Wales H. W. Singer shows that 
despite the pace of the tendency towards smaller families in England and Wales some decades 
must elapse before over-crowding is reduced by one-half. See Review of Economic Studies, Ill, 
1936, pp. 136-39. A similar conclusion would probably fit other countries. 

28 Theory of Social Economy, New York, 1932, p. 222. However, see Wicksell’s criticism 
above. Given the present length of life, Cassel reasons, the existing supply of capital would 
tend to diminish if the interest rate fell as low as 2 or 2} per cent inasmuch as many capitalists 
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It is not easy to see how a reduction of che equilibrium rate of interest can be expected . . . 
the further technical science advances, the wider becomes the field for new technical progress, 
and the greater the demand for capital... . . The technical science of the most advanced 
countries is continuously spreading over the globe, thus entailing a perpetual increase in the 
demand for capital, which would be still greater if encouraged by a free export of capital 
from the wealthier countries. Furthermore the present tendencies toward autarchy, which 
involve a manifold expansion of the productive apparatus, artificially stimulate the demand 
for fresh capital. That any reduction in the rate of interest is bound considerably to increase 
the demand for fresh capital for technical improvements becomes obvious when we consider 
how this demand has been kept repressed by continual shortage of capital.?® 


Even Schumpeter, who denies that interest can exist in a non- 
dynamic economy where there is merely a circular, self-repeating 
flow,*° finds in the probability of the development and utilization 
of new inventions, innovations, etc., adequate reason for rejecting 
the proposition that the interest rate will continue to decline. 
The demand for capital and the possibility of paying interest 
depend upon the entrepreneur's carrying out a ‘“‘new combination 
of productive forces’’ which yields a product of higher market 
value than the pecuniary outlays for the means of production. 
Interest is thus ‘‘a kind of ‘tax on entrepreneurial profit’;’’ its 
movement over short periods correlates closely with the move- 
ment of entrepreneurial profit. Given Schumpeter’s analysis, it 
follows that there will be neither long persistent levels of interest 
rates, nor prolonged lone-time trends. For while ‘‘new combina- 
tions . . . appear, if at all, discontinuously in groups or swarms,” 
their effects gradually diminishing, we cannot reasonably suppose a 
diminution in the appearance of such new combinations. ‘‘There 
is nothing in our theory to support the old view . . . that interest 
must of necessity display a secular tendency to fall. . . The real 
rate of interest does not display any clear secular trend.’"*! 





would tend to live on their capital. A rate of 1} per cent would require ‘an almost complete 
cessation both of increase of population and of every kind of economic progress that requires 
large quantities of durable goods, and, moreover, an extension of the duration of human life 
large enough to keep the consumption of capital that would occur at such a low rate within 
the necessary limits.’’ See op. cit., pp. 253-54- 

29 Skandinaviska Kreditaktiebolaget, April, 1934, pp. 21-24. 

30 F. A. v. Hayek, in a careful analysis of the relation of utility and interest, shows that 
it is possible, on Schumpeter’s assumptions, for there to be a positive rate of interest, deter- 
mined by the rate of time preference, given a stationary equilibrium. See Economic Journal, 
XLVI, 1936, pp. 45, 58-59. 

31 Schumpeter observes that a diminution in the risk element accounts in large part for the 
fact that rates are so much lower today than in the middle ages. D.H. Macgregor concludes 
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In any kind of economic situation whatever, the number of possible innovations is practi- 
cally unlimited. ... Even the richest economic system is not absolutely perfect and cannot 
be so. Improvements can always be made, and the striving after improvements is always 
limited by the given conditions and not by the perfection of what exists. Every step forward 
opens new prospects. Every improvement leads further away from the appearance of abso- 
lute perfection. The possibility of profit, therefore, and with it the ‘potential demand’, have 
no definite limit. Consequently the demand with interest at zero would always be greater 
than the supply, which is always limited.” 


Ignoring for the moment the long cycle analysis introduced in 
the closing portion of this paper, we may say that the future 
course of the interest rate will be governed by the rate at which the 
community's capital supply grows, by the shape of the productiv- 
ity curve of capital, by the effect of future innovations and inven- 
tions upon the supply of and the productivity of capital, and to 
some extent by population movements. Future political events 
and social changes, concerning which our knowledge is quite 
limited, will influence the future interest rate through their effects 
upon the total supply of capital and upon its productivity. 

The annual volume of savings in the future will be influenced 
very little by interest rates for while, under given conditions, 
the rate of saving will be governed by time preference, and slightly 
greater amounts may be saved at high than at low interest rates, 
the given conditions will change and the actual volume of savings 
will be fixed predominantly by the factors which produce the 
change in the given conditions. The annual volume of savings 
wiil depend chiefly upon the annual volume of income, upon the 
way in which that income is distributed among the population, 
upon the activity of thrift-promoting institutions, upon changes 
both in the emphasis placed by the population upon provision for 
future generations and in the value scales of the population, upon 
monetary policies, upon the taxation and spending policies of 





that the risk element was declining in the late nineteenth and early twentieth centuries. See 
Enterprise, Purpose & Profit, Oxford, 1934, chapter iv, p.207. Ohlin gives differences between 
the rates of interest in “‘risky’’ and in stable countries which disclose the marked influence 
at times of the risk element upon nominal rates. See Inter-regional and International Trade, 
Cambridge, 1933, pp. 28, 89. 

32 Joseph A. Schumpeter, The Theory of E ic Development, Cambridge, 1934, XX XIX, 
p- 197, also chapters V, VI, pp. 190, 210, 223. See also Economic Journal, 1929, pp. 375-86, 
Economica, VI, 1927, pp. 286-311. 
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governmental units, and possibly to some extent upon the extent 
to which corporations dominate capital accumulation.**. *4 
Current data suggest that the present American capital supply 
will require around three decades in which to double. On the 
assumption of a national income of 92 billions in 1929 and a doub- 
ling of per capita income in about 35 years the American national 
income should approximate 200-210 billions in the late 1960's, 
the actual size depending at any time upon the rate of capital 
accumulation during the intervening interval.** If, as in the re- 
cent past, 15-20 per cent of this income were saved,** the annual 


33 See H. G. Moulton, The Formation of Capital, Washington, 1935; M. Leven, H. G. Moul- 
ton, and C. Warburton, America’s Capacity to Consume, Washington, 1934; A. B. Wolfe, Quar- 
terly Journal of Economics, Vol. 35, 1920, pp. 1-31;O. Ingraham, American Economic Review, Vol. 
20, 1930, pp. 480-81; B. Ohlin, op. cét., p. 118; M. Palyi, Bank-Archiv, Vol. 27, October 15, 
1928, pp. 18-23. F. P. Ramsay who concludes that while ‘‘capital has a definite supply 
price,"’ ‘‘the rate of interest is governed primerily by the demand price, and may greatly 
exceed the reward ultimately necessary to induce abstinence."’ See Economic Journal, Vol. 38, 
1928, pp. $43, 556, 558. 

It seems likely that increased corporate control over investment will cause investment to 
be more extended; that an increase in state control over capital funds (through borrowing 
and taxation) will be accompanied by more investment, good and bad, at given interest levels, 
than would otherwise be made. See the somewhat similar implications of C. Landauer's 
analysis, Archiv fir Soxialwissenchaft und Soxialpolitik, June, 1929, pp. 449-64. 

“In theory, too, at any given time, the technical composition of the industrial structure, 
adapted in part to the production of capital goods and in part to the production of consumers’ 
goods, would set upper limits to the production of capital goods (to absorb savings) and 
lower limits to the production of consumers’ goods. Over a given period of time the rate 
at which the composition of the industrial structure could be changed would caeteris paribus 
limit the rate at which savings could be increased. 

5 The purpose of these estimates is not precision of measurement but a rough indication 
of the rate of capital accumulation. Between 1900 and 1929 per capita income increased 
about two fifths according to Leven et al. who estimated national income as 92 billions in 1929 
(op. cit., pp. 17, 148). Between 1922 and 1929, however, according to F. C. Mills (Economic 
Tendencies in the United States, New York, 1932, pp. 245, 310), physical productivity was in- 
creasing at a rate which would double an individual's absolute share in 29 years. Popula- 
tion will increase about 14 per cent above the 1930 level by the 1960's; that is, to about 140 
millions. See P. K. Whelpton and W. S. Thompson, Population Trends In The United States, 
New York, 1933, chap. 10. Given these income and population data, the above income esti- 
mate probably errs in the direction of optimism. Inasmuch as it would be possible, given 
full utilization of productive factors and a more widespread application of better techniques, 
to increase per capita income by 20-50 per cent, the above figures would have to be corrected 
upwards did there appear any hope that our social organization might be improved in a man- 
ner designed to bring about a full use of facilities and technique. 

% Whereas C. Warburtoa finds no evidence of any significant trend in the percentage of 
national income saved (see Journal of Political Economy, XLII, 1935, p. 100), C. Lewis (see 
ibid., Pp. $30, $32 534-35) finds, on the basis of more likely assumptions, that throughout the 
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volume of savings would rise from a current ‘‘normal"’ 15-20 bil- 
lions to 30-40 billions by the late 1960's. Since the national 
income fluctuates appreciably and since the percentage saved also 
fluctuates,*” it is unlikely that during the next 30-35 years the 





period 1900-29 the percentage of national income saved was tending upwards, especially in 
1921-29; that the percentage saved rose from about 12 in 1914 to about 19 in 1929. See also 
the estimates of Leven et al. (op. cét., pp. 101 ff.) which Lewis is defending. See also the 
estimates given in R. R. Doane, The Measurement of American Wealth, New York, 1933, chap- 
ters 4-5. That the percentage saved would be greatly influenced by alterations in the distribu- 
tion of income is suggested by the study of Leven et al. (op. cit., p. 93.) who found that families 
with incomes of over $5000 (i.e., 8.2 per cent of all families) saved 12,669 millions (i.e., 84 
per cent of all savings). Families receiving under $1000 (i.e., 21.5 per cent of all families) 
consumed more than they earned; that is, saved —2,138 million. 

Although various statistical studies show either an increase in the degree of inequality in 
income distribution or no diminution in that inequality, it seems highly probable that if the 
political power of the lower income classes continues to grow as it seems to be growing at 
present, the taxation and security legislation policies of the future will bring about a reduc- 
tion in “‘inequality.’’ The steady diffusion of education and professional training seems 
bound to have a similar effect (See J. R. Walsh, Quarterly Journal of Economics, XLIX, 1935, pp. 
255-85). It should be noted in passing too that the effect of security legislation upon savings 
will depend not only upon the extent to which funds are immediately diverted into the cate- 
gory of savings but also upon whether or not political control of these funds, or their mere 
availability, will lead to their ultimate diversion into “‘uneconomic”’ or virtually useless 
public works, etc. According to D. H. Macgregor the distribution of income in England was 
very stable between 1840 and 1919, nine-tenths of the English population getting continuously 
only about one-half the national income; since 1919, however, social legislation seems to have 
altered the distribution somewhat. (See Economic Journal, XLVI, 1936, pp. 85-86.) In the 
United States according to Leven et al. (op. cit., pp. 105-06) inequality has been increasing. 
A different type of analysis by T. J. Kreps (Quarterly Journal of Economics, XLIX, 1935, pp. 
561-69) supports this conclusion. However, N. O. Johnson concludes from Pareto curves 
based upon American income data that whether or not increased inequality in income distribu- 
tion is revealed depends upon the years compared and that apparently the available evidence 
is inadequate to demonstrate any definite trend since 1914 in the degree of inequality. See 
Quarterly Journal of Economics, XLIX, 1935, pp. 718-24. W.L.Crum’s analysis of incomes from 
various sources as reported for income tax purposes indicates that ‘‘inequality’’ increases in 
periods of prosperity when a larger proportion of the income going to the higher income 
classes comes from sources showing high “‘inequality."* Crum’s analysis is not essentially 
concerned with incomes under $5000, that is, with the bulk of American incomes. See 
Review of Economic Statistics, XVI, 1935, pp. 118-30. Until we know more of the determi- 
nants of ‘‘inequality’’ and of their historical trends, if there can be or are such trends, predic- 
tion of future trends will be essentially guesswork. See note 55, below. 

37 That business fluctuations produce appreciable fluctuations in the absolute and relative 
amount of income saved is indicated in various studies. In 1925-30, according to S. Kuznets, 
net capital formation destined for business use varied roughly between 3.5 and 7.3 billions 
of dollars per year; in 1931-33 the value of net capital destined for business use was negative. 
See Bulletin 52, National Bureau of Economic Research, November 15, 1934, Pp. 12, 13- 
According to one set of estimates prepared by C. Warburton, the national income in 1919-29 
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annual volume of savings will average more than 25 billions, if it 
approximates that figure as an average. Whatever be the actual 
figure, it will be several billions greater than it would have been 
cacteris paribus, had the diminution in rate of population growth 
not altered the age and familial composition of the population.** 
Assuming the present capital supply as roughly equivalent to the 
present national wealth (i.e., to 600-800 billions of 1929 dollars**), 
the probable rate of accumulation will double this figure in 25-35 
years. The diminution in the rate of population growth will 
(caeteris paribus) reduce this period of doubling two or three years. 
Given the least possible population growth during the next 35 
years, the ratio of capital to population at the end of that period 
will most likely be not more than double the present ratio. 

Given the above data and ignoring the effects of disturbances in 
price-level, etc., the future trend of the interest rate will depend 
primarily upon the effect of this estimated capital accumulation 
upon the marginal productivity of capital. For given relatively 
free competition, the interest rate and its trend will be governed 
by the marginal productivity of capital and its trend. If we 
accept Frank Knight's supposition that even in the absence of 
population growth and technological change, doubling the capital 
supply would not reduce the interest rate by more than one-half,*® 





ranged in relatively normal years between 79.6 billions in 1919 and 102.1 billions in 1929; 
net aggregate savings ranged between 17.4 billions in 1923 and 20.3 billions in 1919; in 1921 
net aggregate savings fell to 6.3 billions, that is, to about one-tenth of the national income 
for that year. In 1929 17.6 per cent of the gross national product assumed the form of capital 
goods. See Warburton, Journal of the American Statistical Association, XXIX, 1934, pp. 384, 
387. See also works of Doane, Lewis, Levin, and Warburton, cited in previous footnote. 

38 Assuming that full use is made both of the relatively greater number of persons of pro- 
ductive age and of the women released by the spread of the small family system, the national 
income would be perhaps five per cent greater than with a population of the present age and 
familial composition. Only part of this extra income would be saved. See our discussion 
in Proceedings (cited in note 25), IX, pp. 33-59. 

3® Measured in 1929 dollars, in terms of which most of the other figures used in this paper 
are expressed, the American wealth (including pecuniary capital) in 1929 totaled 627 billions 
according to Doane. Fixed capital totaled 347 billions; stocks of goods, 50; real estate, 
chattels, etc., about 171. Whether the categories properly classifiable as capital could be 
reproduced (assuming 1929 prices) at Doane's figures is open to question. It is even possible 
that the total amount of capital would be worth in replacement terms around 800 billions. 
According to Doane’s estimates the United States in 1929 contained about two-fifths of the 
world supply. See Doane, op. cit., pp. 15, 35- 

© See Knight, Journal of Political Economy, XXXIX, 1931, pp. 203-10. 
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the interest rate will at the most fall during the next three or four 
decades not more than 50 per cent below its level in the late 1920's. 
If we accept the Douglas-Cobb estimate that the elasticity of 
demand for capital is and will be not 1.0 but about 13, this decline 
will approximate 33 per cent.*! 

If we assume what Professor Taussig calls ‘‘improvements,’’** 
*‘accumulation’’ during the next 35 years may depress the interest 
level even less than one-third below the level of the 1920's and 
perhaps notatall. For, as Professor Knight has said, 


The investment market is capable of absorbing savings at the maximum rate at which they 
are forthcoming, with only a very gradual decline of the rate of return through time, other 
things equal, and the further fact that changes which do occur in the ‘other things’ . . . actu- 
ally prevent any general decline.‘ 


Accordingly, the interest rate will be appreciably influenced by: 
(a) the frequency of invention and innovation; (b) whether or not 


41 We are supposing for the moment neither marked price-level fluctuations nor technologi- 
cal change. For the United States Douglas estimated that ‘‘an increase of one per cent in the 
quantity of capital would, were other things equal, normally tend to lead to a relative de- 
crease of } of one per cent in the rate of interest’; that a decrease of one per cent in the interest 
rate would result in an increase of 1.33 per cent in the quantity of capital demanded; in other 
words, that the elasticity of demand for capital is 1.33. Joining working to fixed capital 
would forcibly increase the elasticity of demand somewhat. In Australia and several Euro- 
pean countries, Douglas suggests, the elasticity of demand may slightly exceed 1.33. See 
Paul Douglas, The Theory of Wages, New York, 1934, pp. 151-58, 208-09, 489-92. G. Cassel 
rejects Douglas’ conclusion, saying that the productivity of the factors, and hence the elas- 
ticity of demand for them, may change as their supplies change even though the supply of 
each factor changes in the same proportion. Cassel seems to assume that an ‘‘equal growth 
in the supply of all the different factors will be accompanied by a better application of them.”’ 
See Cassel,On Quantitative Thinking in Economics, Oxford, 1935,chapter 6, especially pp. 127-37. 
Douglas’ treatment of ‘‘capital’’ is criticized by W. Leontief who, however, seems favorably 
impressed with the statistical findings. See Quarterly Journal of Economics, XLIX, 1934, pp. 
147-61. 

42 Professor Taussig has made the trend in the interest rate virtually if not wholly depend- 
ent upon the degree to which invention continues. His great emphasis upon invention is 
necessary in virtue of his complete rejection of the notion of T. N. Carver and J. B. Clark that 
an increase of instruments ‘‘of the same kind’’ will increase total output. See Quarterly Journal 
of Economics, XXII, 1908, pp. 355-56, 362-63; Principles of Economics, New York, 1920, II, pp. 
11-15. While Professor Taussig’s analysis markedly understates the effectiveness of new but 
**duplicative’’ (see A. E. Monroe’s analysis, Value and Income, Cambridge, 1931, pp. 112-27) 
capital, it serves to emphasize the fact that changes in technology ultimately become neces- 
sary if increasing supplies of ‘‘capital’’ are to be embodied in forms economically utilizable 
by the individual. 

43 See F. Knight, Economica, August, 1934, pp. 281-86, especially p. 286; also his essay in 
Economic Essays in Honor of Gustav Cassel, London, 1933, pp. 327-42. 
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these inventions will be labor-saving rather than capital-saving 
and thus preserve the prevailing elasticity of substitution of capital 
for labor implicitly assumed in Douglas’ analysis. Although the 
studies of Merton,** Kuznets,*® and Burns“* indicate that technical 
progress and the rate of growth of specific industries slacken, Burns 
finds no decline in the rate of growth of total and per capita physi- 
cal production.‘7 Jerome indicates the existence of numerous 
inventive opportunities and the possibility of diminishing psycho- 
logical obstacles to labor-saving invention. ** 

Douglas believes that on the balance the important inventions 
are labor saving.‘® C. Gilfillan even suggests the possibility of 
increasing the frequency of both inventions and their utilization.*° 
If with Hicks we assume that ‘‘autonomous’’ inventions (i.e., 
inventions which occur independently of changes in the relative 
prices of the factors of production) are equally capital and labor- 
saving, and that “‘induced’’ inventions (i.e., those induced by 
changes in relative factor prices) are predominantly labor-saving, 


4 Quarterly Journal of Economics, Vol. 49, 1935, PP- 454-74- 

4 Secular Movements in Production and Prices, New York, 1930, pp. 11-41. 

© Production Trends In The United States Since 1870, New York, 1934, chapter iv. 

47 Op. cét., chapter vi, especially pp. 271, 279-81. 

48 Mechanization In Industry, New York, 1934, pp. 18-20, 363-64. 

49 Op. cit., pp. 214-15. Copeland (cited by Douglas, p. 215) suggests that past increases 
in labor income are due to technical change rather than to capital accumulation. L. Kam- 
burger finds a close correspondence between the total number of patents granted in England 
and the United States and a measure of labor income but does not deal with the type of factor- 
saving effected by invention. See De Economist, December, 1934. 

50 The Sociology of Invention, Chicago, 1935, Pp- 95, 97, 100-108. There is no reason to 
suppose that the probability of invention (i.e., of a new combination of old ideas, or of new 
and old ideas) will diminish so long as culture is expanding and ideas are multiplying. Nor 
is there reason to suppose that the rate of diffusing inventions will soon decline. For this 
rate depends on (a) the ability of invention-exploiters to secure control of factors of produc- 
tion; (b) on the attitude of people toward change; (c) on inter-individual communication 
which conduces to group-favorableness to change and increases the probability that some new 
combination of ideas will be hit upon. Eventually, however, because of the tendency to 
historical diminishing returns in many fields of natural resource exploitation, the economic 
effectiveness of new inventions will tend to diminish. For it will prove increasingly difficult 
to get the natural resources necessary to ‘‘embody”’ the “invention”; and it will prove in- 
creasingly difficult for “‘inventions’’, whether past or contemporary, to increase national in- 
come by increasing the rate at which relatively fixed and non-replaceable resource supplies 
are being drained. Even were one to assume unlimited possibilities in the field of chemical 
synthesis, the relative fixity of the total supply of matter-energy accessible to man would set 
an upper limit to the possible volume of synthesis per time period. Moreover, given increas- 
ing entropy, this upper limit would steadily fall. 
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we must accept his and Pigou’s conclusion that inventions are 
labor-saving on the balance, that there is no evidence that the 
elasticity of substitution of capital for labor will necessarily decline 
and thus reduce the marginal productivity of capital. 

The preceding analysis has been based upon the assumption of 
relatively free competition, given which the marginal productivity 
of capital and the interest rate will on the balance be slightly 
greater than it otherwise would be. Given freedom of inter- 
national capital movements, the marginal productivity of capital 
and the rate of interest will be slightly higher in capital-exporting 
countries, slightly lower in capital-importing countries, slightly 
higher for the world as a whole.®* The net effect of an increase in 
the degree of monopolization, or of ‘‘imperfectness’’ of competi- 
tion, within a country is less easy to assess. Given such an in- 
crease, the total income of the country would be less than it other- 
wise would have been for the factors of production would be less 
fully and less efficiently used;** total income would be more con- 
centrated, with the result that a larger proportion of the smaller 
total national income would be saved.** A diminution in the 
degree of perfection of competition may also be accompanied by an 
increase in the degree of exploitation of labor and a consequent 
increase in the relative share going to the owners of capital.*> On 

51 J. Hicks, The Theory of Wages. London, 1932, pp. 123-33. Hicks does indicate that the 
probability of making new inventions may decline and possibly result in a decline in the 
elasticity of substitution of capital for labor. We shall not examine to what extent techno- 
logical progress is the determinant of the degree to which capital per head may be economi- 
cally increased. Relative to the effect of invention upon saving we may say that although 
inventions ‘‘give us new needs which we can better satisfy if we have saved up beforehand . . . 
they also increase our productive capacity and make preliminary saving less urgent,’’ (See 
Ramsay, op. cit., p. 549). Ordinarily their introduction is accompanied by and is conducive 


to increased saving until the effects of their introduction have become diffused through the 
economy. 

52 See R. G. Hawtrey's analysis in The Economic Problem, London, 1926, chap. 24. 

53 For the effects of ‘‘imperfect’’ competition see E. Chamberlin, Theory of Monopolistic 
Competition, Cambridge, 1933, pp. 104-09; N. Kaldor, Economica, Il, n.s., 1935, Ppp- 33-50- 

54 See Joan Robinson's analysis in The Economics of Imperfect Competition, London, 1933, p. 
323. It is doubtful whether the proportion of income saved by the beneficiaries of imperfect 
competition is sensitive to changes in the interest rate as some writers suggest. 

55 Douglas finds (see op. cét., pp. 312-14, 492-500) that in the short run a diminution in 
wage levels is associated with an increase in the labor supply. It is less likely, however, 
that the latter is a consequence of the former than that both effects are traceable to the same 
basic change in the given situation, whatever that change may be. While statistical analysis 
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the whole then it would appear that the relative rate of capital 
accumulation will be greater if competition is imperfect and that 
as a consequence interest levels will be lower.** 


THE INTEREST RATE, COMMODITY PRICE LEVELS, AND ECONOMIC 
RHYTHMS 


In ous preceding discussion we have ignored the effect of move- 
ments in the price level and of other rhythmical movements upon 
the level of interest rates—movements which have led certain 
writers to reject the notion of long sustained trends in one direc- 
tion.5’ Historical drifts in interest rates, in so far as they have 
not been the result of improvements in the organization of the 
capital markets and of reductions in the risks and uncertainty and 
expense entailed in making loans, have been closely associated 
with changes in price levels—changes associated in turn with 
changes in the functioning of the money and credit mechanism, 
with alterations in the rate of increase in precious metal supplies, 
and with the introduction of inventions and innovations.** 

A number of writers have found the nominal interest rate to 





of the NRA suggests that any legal arrangements favorable to monopoly will increase the 
relative share of income going to capital unless counterbalanced by effective and well-enforced 
legal arrangements designed to protect labor, the actual experience under the NRA regime 
was too short-lived and too intermixed with extraneous factors to permit generalization. 
L. S. Lyon et al. (see The National Recovery Administration, Washington, 1935, pp. 869-70) show 
that on the balance NRA did not favor labor. 

56 It is possible that the inequality to which imperfectness of competition may give rise 
will also intensify tendencies to disequilibrium between the configuration of income distribu- 
tion and the configuration of the uses toi which the productive factors are being put. If so, 
the tendency to depression would be intensified and both total income and the absolute 
amount saved would tend to be reduced. In our analysis above we have ruled out tendencies 
of this sort. 

57 Some writers who have stressed the effects of invention have also recognized the im- 
portance of the rhythmical movements. 

58 In the sixteenth, seventeenth, and early eighteenth centuries, when the risk attaching 
to most loans was high, nominal interest rates were generally in excess of 6 per cent. In the 
second half of the eighteenth century rates of 2 and 3 per cent were found in England and 
Holland. In England between 1825 and 1880 the yield on consols ranged between 3 and 34 
per cent, dropped to 2.45 by 1897 and thereafter rose until the close of the war period. At 
present the yields on English governments are near the three per cent level. In the United 
States, according to Macaulay, the yield on the best class of railroad bonds fell from 54 in 
1875 to 34 in 1900, rose to 4 and 5 by 1914 and 1921, and thereafter declined to 44. See Frank 
Knight's excellent historical survey, The Ethics of Competition, New York, 1935, pp. 265-276. 
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change in the same direction as price levels. Thus Carl Snyder 
observes that 


The drift of long-time interest rates, in the last twenty-five or thirty years, as of bond 
yields and even the long-term averages of commercial paper and other interest rates, has 
corresponded more closely with changes in the general level of prices than to any other in- 
fluence.5® 


Warming attributes this association of price and interest levels 
movements to the fact that the immediate effect of an upward drift 
in the price level is to increase the real yield of capital; a downward 
drift decreases it. 


Before the war the rate of interest was high because the price level was increasing, the 
debtor gained not only what the capital produced but also the increase in the value of the 
capital goods, and accordingly could offer good interest. When the price level is stable he 
must offer a lower rate, and when it is falling he must offer a lower rate still.®° 


Irving Fisher finds that the money or nominal rate of interest is and 
must be high when the price level is high or rising, and low when 
the price level is low or falling. For since the initial effect of an 
upward or downward movement in price level is to depress or ele- 
vate the rate of interest measured in commodities, and hence to 
make borrowing more or less profitable, the money rate will move 
in a manner to reduce the discrepancy between the commodity 
and the real rate. 


The money rate of interest, and still more the real rate of interest, is more affected by the 
instability of money than by those more fundamental and more normal causes connected with 
income impatience, and opportunity [to invest].* 


M. D. Anderson, who accepts Fisher’s findings but rejects the 
latter’s supposition that lenders insist on receiving more interest, 
attributes the rise or fall in money rates of interest to the rise or 


59 Business Cycles and Business Measurements, New York, 1927, pp. 221-22. See also J. R. 
Commons’ analysis in Institutional Economics, New York, 1934, pp.s91—612. 

60 See Warming, op. cit., pp. 48-49. 

$1 Theory of Interest, New York, 1930, chapter 19, pp. 415-16, 438, 451, 527. In 1825-1927 
when the average London bank rate was varying between 3.2 and 5.2 per cent, “‘real interest 
in commodities'’ was varying between —9.3 per cent and +-15.7 per cent. Some writers 
charge Fisher with exaggerating the effect of changes in price levels upon interest in commodi- 
ties and with advocating measures more extreme than necessary to correct these discrepancies 
between money and commodity interest. See B. P. Adarkar, Economic Journal, Vol. 44, 1934, 
Pp- 337-41; D. H. Robertson, sbid., pp. 655-56. 
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fall in business profits associated with the rise or fall in price level.* 
Given the interest theories described in this paragraph it would be 
possible to forecast or to control the trends in nominal interest 
rates if it were possible to forecast or control price level trends.* 

Some writers associate the movement in interest rates with the 
longer time rhythms in the world economy—rhythms which may 
however correlate closely with price-level rhythms—and therefore 
reject the view that there are long-time upward or downward 
drifts in interest levels. Thus J. W. Meader concludes that while 
the movement cf long-term interest rates is slower and confined to a 
more natrow range than the more sensitive short-term rates, this 
movement is essentially irregular and trendless. 


The extremes of the past fifty years in The Annalist index of high grade bond yields were 
about 3.7 and 5.7 percent. Perhaps 4 and 5 would serve better as round numbers, and possibly 
43 per cent would be as good as any other guess at “‘normal’’ interest. Within these limits, 
the movement of interest rates has been highly irregular. There has been some apparent 
correlation with commodity prices, but not a close enough relationship to furnish a basis for 
forecasts. One thing is clear, however. Bond yields have usually declined sharply with 
the passing of a financial panic, move slowly during revival, and have reached the nadir well 
along in the following period of prosperity. 


N. D. Kondratieff’s studies reveal long economic cycles lasting 
about 50 years and subdivided roughly into 25 year rises and 


82 Capital and Interest, Chicago, 1934, pp. 6-8, 79-82. He also tries to show that the annual 
volume of interest payments is specifically determined by the volume of additional credit 
advanced by banks each year. See ébid., pp. 84-85, 170-72. 

63 Post-war predictions of price declines afford little basis for long time prediction. See 
E. Graue, American Economic Review, XXIV, 1934, pp. 250-65. While Burns’ (op. cit., chap. 5) 
treatment of the effect of variations in the growth cycles of various industries suggests a pro- 
cedure for shorter time prediction, the general nature of economic data hardly permits very 
accurate long time prediction (see L. Robbins, The Nature and Significance of Economic Science, 
London, 1935, chap. 5). If, as Carl Snyder implies, it would be possible to stabilize the gen- 
eral price level by limiting credit expansion to what has been a fairly constant rate of physical 
growth in industry and trade, it would be possible greatly to reduce the degree of fluctuation 
in the level of nominal interest rates. See Quarterly Journal of Economics, XLIX, 1935, pp. 200, 
203; see also H. L. Reed's critical appraisal of Snyder's stablization doctrines, ibid., pp. 600- 
620. 

 Annalist, January 18, 1935, pp. 81-82. Wesley C. Mitchell and Arthur F. Burns have 
shown recently that various interest rates have “‘marked peculiarities” in their cyclical be- 
havior as regards both the amplitude of their fluctuations and their timing. See Bulletin 
57, July 1, 1935, National Bureau of Economic Research, p. 20. B. Ohlin’s survey of the 
movement of various interest rates in past depressions indicates a marked fluctuation in open- 
market rates and official discount rates but only a negligible fluctuation in bond yields. Sce 
Course and Phases of the World Economic Depression, Geneva, 1931, pp. 284-88. 
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declines. Since 1780-go nearly three cycles have been marked out, 
the rising portion of the last wave having lasted from 1890-96 to 
1914-20 when the decline was scheduled to begin. Nominal in- 
terest rates have moved in fairly close conformity with the indices 
of prices, wages, production, and trade which trace out these long 
cycles. The French interest rate began to fall in 1816, to rise in 
1844, to fall in 1872, to rise in 1894; the corresponding dates for 
England were 1816, 1844, 1874, 1897. Kondratieff fixed the 
probable beginning of the decline in both countries as 1921. 
Accordingly, given his analysis, the declining phase should con- 
tinue for about a decade to exercise a depressive effect upon interest 
levels, regardless of the counteracting upward phases of the Juglar 
and the 40 month cycles. 

L. J. Loutchitch, applying a different methodology to post-1800 
French interest levels, indicates two long cycles, 1818-73 and 1870- 
1929, during each of which the average interest rate for the whole 
cycle was about 4.7 per cent. Each long period consisted of three 
shorter periods of about 20 years each, during which the interest 
rate was respectively falling, approximately constant, or rising. 
Between 1816 and 1840 the rate fell from 6 to approximately 4, 
remaining roughly on the latter level between 1830 and 1855; 
between 1845 and 1875 the rate rose from 4 to 5 percent. He di- 
vides the second period as follows: 1870-95, decline from 5 to 33; 
1890-1914, hovered around 33; 1905-29, rose from 33 to 6.% 
Cyclical movements of five to six years punctuate these longer 
trends. Loutchitch’s peaks and troughs correspond roughly with 
those of Kondratieff; the movements of French prices correspond 
roughly with the movements of the interest level as calculated by 

85 Archiv fur Sozialwissenschaft und Sozéalpolitik, LVI, 1926, pp. 581-82, 589-90, 602-03; ibid., 
LX, 1928, p. 58. The substance of the former article has been printed in translation in the 
Review of Economic Statistics, XVII, 1935, pp. 105-15. Kondratieff suggests, as does Hansen 
(op. cét., p. 97), that wars, with their upward pressure upon nominal interest rates, are pro- 
moted by conditions associated with the ascending phases of the long cycles. For data on 
long-wave movements in Germany see E. Wagemann, Economic Rhythm, New York, 1930, 
chap. 5. Commons (op. cit., p. 611) suggests that price levels may tend downward until 1950 
and thus implies a falling interest rate in terms of money interest. 

Des Variations du taux de I’ intérit, Paris, 1930, pp. 128-29. The rates presented on pp. 
125-26 only approximate the rate levels indicated in the text. The actual rates for terminal 
years of the shorter periods are: 1816, 6.01; 1840, 3.88; 1830, 4.14; 1855, 4.453; 1845, 4.11; 
1875, 5-05; 1870, 4.96; 1895, 3.3; 1890, 3.69; 1914, 4.27; 1905, 3-48; 1929, 5-63. 
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Loutchitch.*” France is now in the descending portion of the 
interest cycle and the interest rate will gradually decline until 
about the middle of the century, reaching a low of somewhat under 
four per cent to yield a presumptive average for the cycle of about 
4.7 per cent.*® 


CONCLUSIONS 


While many of the opinions cited in this paper are in conflict, 
the following conclusions appear to be valid. 

1. Assuming no monetary disturbances and no prolonged price- 
level trends, invention and unsatisfied demands for capital con- 
suming goods should prove adequate for some decades to keep 
nominal interest rates at or above the pre-war level. 

2. Judging from past history the preponderant influence upon 
nominal interest rates will be exercised by price-level trends. 

3. Continuation and repetition of the economic rhythms noted 
by Kondratieff and Loutchitch will exercise a depressive effect upon 
nominal interest rates for at least a decade, and thereafter exercise 
an upward push for several decades. 

4. Whatever the longer time trend in interest levels, this trend 
will be marked by shorter and longer period cyclical fluctuations 
which will affect some rates more than others. 

5. Any diminution in the freedom of international capital move- 
ments will diminish interest levels in capital-exporting countries 
and for the world as a whole. And any diminution in competi- 
tion within any economy will exercise a depressive effect upon 
interest levels. 

6. While the rate of population growth in many countries will 
diminish and even for the world as a whole probably approach 
zero within the ensuing half-century, the cumulative effect of this 
diminution, while depressive in nature, will not appreciably affect 
interest levels within the next three or four decades. 

7. If, as seems most probable, taxation policies, social legisla- 
tion, and the greater equalization of opportunity reduce the present 
degree of inequality in national income distribution in various 
countries, the rate of capital accumulation will diminish. 


87 Ibid., pp. 56 ff. 
88 [bid., p. 132. 
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8. If, as has been suggested, the newer demands for capital do 
not prove as amenable to private investment and exploitation as 
have the demands to date, philanthropic or governmental direction 
of the investment of savings will become increasingly important. 

g. Given the available material on consumers’ budgets it would 
be possible in given countries, on the assumption of various total 
incomes and various distributions of these totals, to determine the 
future course in the approximate effective demands for various 
categories of goods. Given these approximate demands one could 
estimate within limits the extent to which the future demands for 
goods will be capital-consuming and thus appraise both the appli- 
cability of the Douglas-Cobb formula to the future and the validity 
of the preceding conclusion (8). 
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I 


In determining the level of rates for a public utility, the fair rate 
of return is as important a factor as the fair value of the property, 
for the just compensation that the rate schedule must provide is 
the product of the fair value and the fair rate of return. Never- 
theless, the interest of utility companies and utility commissions 
has been particularly directed to the question of valuation. There 
are probably three reasons for this: the greater complexity of the 
process of determining fair value than fair rate of return; the 
greater variation of the price level than of the interest rate; and the 
closer relationship of depreciation allowance to fair value than to 
fair rate of return. Despite the concentration of controversy on 
valuation, it is not to be presumed that no difficulties have been 
encountered in determining the fair rate of return on utility prop- 
erty. On the contrary, the question has been very difficult; and 
it is likely to become even more difficult if public pressure for lower 
utility rates continues to grow in the next few years. 

There are two important aspects of the problem of the fair rate 
of return. The first is the factors that should be given considera- 
tion if a constitutionally fair rate of return is to be determined. 
On this question there has, on the whole, been little disagreement. 
While differences in emphasis on one factor or another are occa- 
sionally found, courts, commissions, and utility companies have, 
in general, succeeded in arriving at an acceptable method of deter- 
mining the fair rate of return. On the second aspect of the prob- 
lem of return—the base on which a fair rate of return must be 
allowed—difficulties have been encountered. The courts have 
long held that the fair value of the property used and useful in 
providing the utility service must be the basis for the fair return. 

29 
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In Smyth v. Ames, 1898, the Supreme Court held that the apparent 
value of the property of the utility as represented by its stocks, 
bonds, and obligatiozs, must not be given sole consideration, for 
this apparent value may be fictitious and unfair.1 Nevertheless, 
some economists still hold that the proper basis for the fair rate of 
return must be the capital charges of a utility, if these charges for 
interest and dividends are prudently and honestly incurred. 

It has already been said that there is general agreement on the 
factors that must be considered in determining the fair rate of 
return. The underlying principle of the fair rate of return—that 
it must be sufficient to induce a continued and adequate supply of 
capital for the utility industries—was stated in early rate cases. 
Even before the rate making rule was formulated in Smyth v. Ames, 
the Federal courts, including the Supreme Court, had recognized 
that a fair rate of return was associated with the need for addi- 
tional capital in the expanding utility industries. How this fair 
rate of return could be determined, the courts did not indicate at 
that time, the question being left to the consideration of the rate 
making authorities. It was indicated, however, that the fair 
rate of return need not be the same at different times and in different 
places, and for all utility industries. Ultimately, the determina- 
tion of the fair rate of return must be a matter of judgment, and 
therefore incapable of precise formulation.? 

The various factors affecting the fair rate of return were slowly 
developed by commissions and courts. It was recognized that the 
principal factor was the interest rate as shown by the yield on 
investments. The interest rate, however, could not be regarded 
as the sole factor affecting the fair rate of return, particularly as 
utility companies differed in many important respects. If the net 
return was to be compensatory under varying conditions of risk 
and efficiency, these factors had to be given consideration.* The 
policy of the Idaho Commission on this question was typical. 
*‘The rate of return in each case,"’ it said, ‘‘shall be determined 
after due consideration of the hazard and risk connected with the 

1 Smyth v. Ames, 169 U.S. 544-546 (1898). 


2 See particularly, Reagan v. Farmers’ Loan @& Trust Co., 154 U. S. 363 (1894), and Willcox ». 
Consolidated Gas Co., 212. U. S. 19 (1909). 


3 Cf. C. O. Ruggles, ‘Problems of Utility Regulation and Fair Return,"’ Journal of Political 
Economy, XXXII, 543. 
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operation of the utility, the efficiency in operation and economy in 
management, giving to the utility showing the highest efficiency 
in operation and the greatest economy in management, and furnish- 
ing service to the consumer at the lowest possible cost, the highest 
rate of return.""* In considering the fairness of the rate of return, 
courts and commissions now take into account the interest rate, 
the risk, and the efficiency and economy of management. 

The greater part of the fair return that is allowed to utilities is 
regarded as interest on the capital investment. It is logical, there- 
fore, that the factor given greatest weight in determining the fair 
rate of return should be the current yield on sound investments. 
Differences and changes in the interest rate are regarded as requir- 
ing differences and changes in the fair rate of return. Thus, the 
interest rate, and therefore the fair rate of return, is higher in the 
South and West than in the North and East. The rising interest 
rates of the first two decades of this century were regarded as 
requiring corresponding increases in the fair rate of return. I: 
should be noted that the weight attached to the interest rate as a 
factor affecting the fair rate of return differs in various sections. 
In general, the interest rate is given greater consideration in the 
North and East, where it constitutes about three-fourths of the 
fair rate of return, than in the South and West, where it consti- 
tutes about three-fifths of the fair rate of return.® 

The risk factor is given unusually great weight in the newer 
sections of the country. Risks are regarded as of three types: those 
associated with the nature of the utility, with the nature of the 
community, and with competition. The fair rate of return is 
generally held to be lower for such utilities as water works than 
for more hazardous enterprises such as natural gas. In mining 
communities, a relatively high rate of return is not regarded as 
excessive because of the risk of shifting population. On the other 
hand, in large cities such as New York and Chicago, where the 


« Taylor v. Northwest Light ¢” Water Co., Public Utility Reports (hereafter, P. U. R.) 1916 A, 
372. Cf. the factors considered by the Missouri Commission: the amount of investment, the 
stability of investment, successful operation, competition, risk, interest on borrowed moncy. 
Re Kansas City Electric Light Co., P. U. R. 1917 C, 728. 

5 These conclusions are based on an examination of the standard rates of return in various 
states. Cf. the rates of return in cases considered by R. H. Whitten, revised by D. F. Wilcox, 
Valuation of Public Service Corporations, chap. XXXIV. 
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demand for utility services is not subject to great variation, a 
relatively low rate of return is regarded as fair. The risk asso- 
ciated with actual or potential competition is generally not great 
for most utility companies; but where the risk prevails a higher 
rate of return is usually allowed.*® 

The third major factor given consideration in determining the 
fair rate of return is the efficiency and economy of management. 
Where management is unusually efficient and economical, a higher 
rate of return is commonly allowed. On the other hand, where 
management is inefficient and wasteful, a rate of return that would 
otherwise be regarded as confiscatory is often held to be fair. 
Various tests are applied to determine the relative efficiency and 
economy of management. The most common test is a comparison 
of prevailing rates with the rates of other companies providing the 
same utility service under similar conditions. The Nevada Com- 
mission, for example, allowed a return of more than 10 per cent toa 
water company whose rates were exceptionally low, and allowed a 
return of only 3 per cent to another water company whose rates 
were exceptionally high. The practice of comparing rates—the 
use of a yardstick—to determine efficiency and economy of manage- 
ment is uf long standing, and courts have generally sustained this 
test of the fairness of the rate of return.’ 

Other factors have occasionally been given consideration in 
determining the fair rate of return. Thus, past earnings or losses 
have been permitted to affect the rate of return, although the 
view of the courts has been that under ordinary conditions past 
earnings do not enter into the question. Again, where the diffi- 
culty of raising new capital has been unusually great, commissions 
have permitted a rather high rate of return, partly as an induce- 
ment to new investment, partly as a means of providing for expan- 


® On the relation of risk to the rate of return, see Gates v. Bridgeport Toll Bridge Co. (Wisc.), 
P.U.R. 1915 E, 602; Public Service Commission v. Nevada-California Power Co. (Nev.), P. U. R. 
1915 F, 592; Re Mountain States Telephone & Telegraph Co. (Col.), P. U. R. 1917 B, 198. 

7 For Nevada, see Re Fort Scott & Nevada Light, Heat, Water & Power Co., P. U. R. 1915 F, 
512; Public Service Commission v. Carson Water Co., P. U. R. 1916 D, 678. See also, Mattoon v. 
Coles County Telephone & Telegraph Co. (Ill.), P. U. R. 1915 C, 660; Re Etna Development Co. 
(Calif.), P. U. R. 1916 A, 134; Milwaukee v. Milwaukee Gas Light Co. (Wisc.), P. U. R. 1920 F, 
833. 
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sion out of earnings.* In general, however, the factors given 
particular consideration in determining the fair rate of return are 
the interest rate, the risks, and the efficiency of the enterprise. 
One of the most interesting developments before the World War 
was the emergence in many jurisdictions of a standard rate of return 
that was regarded as compensatory for utility companies of average 
efficiency. The rate of return commonly allowed varied in differ- 
ent states, but nearly every commission had some standard rate of 
return that it applied in ordinary cases.*® 


II 


The difference in emphasis placed on the various factors affecting 
the rate of return has led to litigation on the fairness of the standard 
rate of return applied by commissions in some states. On the 
whole, this litigation has not been unusually large considering the 
fact that the fair rate of return is regarded by the courts as ulti- 
mately a matter of judgment. Nevertheless, any proposal for 
minimizing such litigation by modifying the present method of 
determining the return on utility property merits consideration. 
It must also be noted that the return on utility property as now 
determined is based on a fair rate making value to which the fair 
rate of return is applied. The great administrative difficulties 
that have been experienced in determining the rate base must be 
regarded as an important reason for modifying the present method 
of determining the return on utility property if alternative pro- 
posals are not objectionable on economic grounds. 

The question has also been raiséd of the economic desirability of 
determining the return on utility property by applying the stand- 
ard fair rate of return to the rate base—the fair value of the prop- 
erty used and useful in providing the utility service. The objection 
is made that the present method of determining the feturn on 


8 Commercial Club v. Terre Haute Water Works Co. (Ind.), P. U. R. 1916 B, 180; Re West Side 
Gas Co. (Calif.), P. U. R. 1916 A, 276; Re Stratford Telephone Co. (Wisc.), P. U. R. 1917 A, 434. 

® Cf. J. H. Bickley, ‘‘A Fair Return for Public Utilities,” Journal of Land and Public Usility 
Economics, Ill, 61; and H. D. Dozier, ‘Reasonable Rate of Return in Public Utility Cases," 
Journal of Land and Public Utility Economics, 1V,235. For the United States Supreme Court the 
standard rate of return before the war was 6 per cent. See Willcox v. Consolidated Gas Co., 
212 U.S. 19 (1909); Cedar Rapids Gas Light Co. v. Cedar Rapids, 223 U.S. 655 (i912); Des Moines 
Gas Co. v. Des Moines, 238 U. S. 153 (1915). 
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utility property is economically unsound because the application 
of the standard rate of return gives to utilities, that is, to their 
common stockholders, an excessively and unnecessarily high 
return—excessive as compared to the competitive return, unneces- 
sary for the supply of sufficient utility capital.'° 

The objection is best brought out by a concrete illustration. 
Assume that a utility company is capitalized at $10 million, and 
that this capital is raised by the sale of $5 million of 5 per cent 
bonds, $2 million of 6 per cent preferred stock, and $3 million of 
common stock. Assume further that the investment is the 
measure of the rate base, and that to this rate base is applied the 
standard rate of return to representative utilities, say, 8 per cent. 
The utility company would be allowed an annual return of $800,- 
ooo, of which $250,000 would be paid to bondholders, $120,000 to 
preferred stockholders, and $430,000 would be available for distri- 
bution to common stockholders, a return of more than 14 per cent 
on their investment. If the interest rate on the bonds were as 
high as 6 per cent, and the preferred dividend 7 per cent, the return 
to the common stockholders would still be 12 per cent. A less 
marked concentration of the utility company’s capital in fixed 
return securities would, of course, reduce the return to the common 
stockholders."! Regardless of the particular financial plan, or the 
rates at which the capital is acquired, the objection remains the 
same: the common stockholders are given an unnecessarily high 
rate of return on their investment when the standard rate is applied 
to the rate base. 

Two methods have been suggested for eliminating this bounty 
to the common stockholder. The first—the fixed return method— 
includes among its advocates Justice Brandeis and Dr. John Bauer. 
In brief, it is proposed to allow to utilities the contracted rate of 
return on bonds and preferred stocks, and to fix once for all the 
annual return on common stocks. Under this plan utilities would 

10 Tt should be noted that it has been questioned whether the return to utilities or to their 
common stockholders has exceeded the return in competitive industries. See J. E. Sterrett, 


‘The Comparative Yield on Trade and Public Service Investment,"’ American Economic Review, 
VI, 1. 


1 The financial plan used in the illustration has been found to be typical of public utilities 


by the Bureau of Business Research, University of Illinois, Bulletin 26, Standard Financial 
Ratios for the Public Urility Industry. 
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be allowed a fixed money return that would remain unchanged 
except when investment is increased, decreased, or refunded. It 
would probably be necessary to alter the present method of financ- 
ing utilities. The usual types of security would be replaced by 
new types all bearing fixed returns, perhaps non-maturing securi- 
ties, with preferences somewhat similar to those now in use.’* 
There can be little question that this method of determining the 
return on utility property would diminish the administrative 
difficulties now experienced in determining the return by applying 
the standard fair rate to the rate base. The economic, as well as 
the administrative, merits of the fixed return method will be 
considered in subsequent sections. 

The proposal for a fixed money return to public utilities is not 
entirely novel. A similar principle, that rates must be sufficient 
to meet corporate financial obligations of public utilities, was 
widely accepted by commissions during the World War.'* Never- 
theless, it was never regarded as a valid legal basis for rate making 
under normal conditions. The courts were almost unanimous in 
disapproving any attempt to depart so far from the prevailing 
method of determining the fair return. The most prominent excep- 
tion was in the presentation by Justice Brandeis of a proposal for a 
fixed return in the Southwestern Bell Telephone case. He sug- 
gested that the contractual cost of the capital be allowed as the 
fair return, just as the prudent investment would, by his proposal, 
be allowed as the fair value. ‘“Where the financing has been 
proper, the cost to the utility of the capital required to construct, 
equip and operate its plant, should measure the rate of return 
which the Constitution guarantees opportunity to earn.""* The 
proposal was never put into effect. In 1930, a legislative com- 
mission to study public utility regulation in New York recom- 


12 On the fixed return, see the following by John Bauer: Effective Regulation of Public Usili- 
ties, pp. 253-274; “Returns on Public Service Properties,"” Political Science Quarterly, XXX, 106; 
**The Control of Return on Public Utility Investments,"’ Political Science Quarterly, XX XI, 206; 
Public Utility Valuation for Purposes of Rate Control (with Nathaniel Gold), chaps. XIV, XVI, 
XVII. 

13 Re United Electric Railways & Electric Co. (Md.), P. U. R. 1920 A, 1; Re Empire Gas &” 
Electric Co. (and, N. Y.), P. U. R. 1918 D, 912. 

4 Southwestern Bell Telephone Co. v. Public Service Commission of Missouri, 262 U. S. 276; 
P. U. R. 1923 C, 193, 214. 
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mended fixing the rate of return by contract, but the recommenda- 
tion was rejected by the legislature because of the opposition of the 
utility companies.'® 

The second proposal for modifying the present method of deter- 
mining the return on utility property is to apply the standard rate 
of return only to the common stock, the interest on bonds and the 
preferred dividends being regarded as a capital expense, to be 
charged against consumers directly rather than against the fair 
return to the utility company. It is assumed, of course, that the 
capital represented by these security issues has been honestly and 
prudently invested in property used and useful in providing the 
utility service. The view has been well expressed by Mr. Donald 
R. Richberg:'* 


[It] should not be the theoretical cost of theoretical capital but the actual cost of actual 
capital which should be considered in the rate of return. If the company has a long term 
issue of bonds bearing 5 per cent interest, the company should be allowed the cost actually 
incurred to obtain and use this capital. If the company has stock outstanding, the money 
represented by that stock should carry the current rate of interest for securities of similar 
standing. This will enable the company to issue at par further stock as funds are required 
for extensions. 


The proposed method, therefore, is to include among operating 
expenses all capital costs contracted for a fixed sum, and to allow 
to the common stockholders that rate of return which will main- 
tain the stock at par. 

This method of determining the return on utility property has 
been favored by some utility commissions and has been used at 
various times. In New York and Massachusetts particularly, it 
was the policy of the commissions to determine utility rates with 
reference to the fixed and contingent charges of the company, the 
purpose being to allow to common stockholders a rate of return 
that would be regarded as compensatory under ordinary condi- 
tions.!7_ In the South, only the Virginia Corporation Commission 


15 Report of the Legislative Commission on the Public Service Commission Law, New York, 1930. 
Cf. John Bauer, ‘‘New York Public Utility Regulation,’’ American Economic Review, XX, 381. 

16D. R. Richberg, “‘A Permanent Basis for Rate Regulation,’ Yale Law Journal, XXXI, 
273. 

17 For Massachusetts, see Re Bay State Railway Co., P. U. R. 1916 F, 221; Re New York, New 
Haven & Hartford Railroad, P. U. R. 1917 B, 904; Re Holyoke Street Railway Co., P. UU. R. 1918 B, 
231; Re Springfield Street Railway Co., P. U. R. 1918 C, 515. For New York, see Edwards v. 
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has concerned itself to any great extent with this aspect of the 
problem of the fair rate of return. On several occasions it has 
indicated its approval of the common stock basis. Although 
commissions have generally been favorable to this method of 
determining the fair rate of return, there have been a few com- 
missions that have regarded the common stock basis as illegal and 
economically unsound.!® 

The fixed return method, although occasionally suggested, has 
never, in fact, been applied under normal conditions; and there 
has, therefore, never been any definite decision by the courts on its 
constitutionality. It is fairly evident, however, that the courts 
would not have approved the method. The common stock basis 
for fair return has been passed upon by the courts on several occa- 
sions, generally with disapproval. In the Petersburg Gas case, 
the Virginia Supreme Court of Appeals condemned the common 
stock basis that the Corporation Commission had used in deter- 
mining the fair return. The Court said: ‘“That for which the 
utility is entitled to ‘just compensation’ is the use of its property 
appropriated to the public benefit, and the value of that use is 
[not founded] . . . upon the amount of stock it has issued or the 
debts it may owe.""!® In New York, a special master for the 
Federal District Court rejected a plea that the amount available 
for dividends be accepted as the basis for testing the fairness of the 
return. In his report, approved by the Court, the special master 
said: “It is...mnot the amount disbursed to bond and stock- 
holders with which the courts are concerned in passing upon the 
confiscatory character of the rate.’"*° Despite these views, it is 
probable that a fair rate of return to common stockholders, after 
allowing for all other capital charges, can be made attractive to 
public utility companies, and that this method can be brought into 
conformity with the constitutional provisions on rate making. 





Glen Telephone Co. (2nd), P. U. R. 1916 B, 940; Hermann v. Newton Gas Co. (1st), P. U. R. 1916 
D, 825; Re Empire Gas & Electric Co. (2nd), P. U. R. 1918 D, 912; Re Syracuse © Suburban Rail- 
road Co. (2nd), P. U. R. 1919 A, 214; Re New York State Railways (2nd), P. U. R. 1919 A, 755- 

18 Re Freeport Gas Co. Cill.), P. U. R. 1920 B, 726; Milwaukee v. Milwaukee Gas Light Co. 
CWisc.), P. U. R. 1920 F, 833. 

19 Petersburg Gas Co. v. Corporation Commission (Va.), P. U. R., 1922 C, 172; 110. E. 433. 

20 Consolidated Gas Co. v. Prendergast, P. U. R. 1925 B, 773; confirmed, P. U. R. 1925 C, 744. 
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Til 


The desirability of modifying the present method of determining 
the return on utility property must be considered on the basis of 
the administrative and economic advantages offered by alternative 
methods of determining the fair return to which public utilities 
are entitled under the law. 

It is sometimes said that the present method of determining the 
fair return is unnecessarily complex, and that a fixed return would 
be ideal from an administrative point of view. The administra- 
tive advantages of a fixed return are largely based on the difficulties 
of determining the fair rate making value to which the standard 
fair rate of return is applied. It cannot be denied that the determi- 
nation of fair value under the present rate making rule is too 
complex, too expensive, and too dilatory for the successful regula- 
tion of utility rates. A fixed return implies that the rate making 
value of the utility property is to be determined by the investment 
in the enterprise as shown by the outstanding securities, the 
assumption being that the capital contribution represented by 
these securities has been honestly and prudently invested in pro- 
viding the utility service. Fundamentally, therefore, the admin- 
istrative, as also the economic, advantages of a fixed return on 
utility property are largely those that have been advanced in favor 
of prudent investment as the measure of the rate base. It is beyond 
the scope of this paper to consider the relative merits of alternative 
methods of valuation.?! It is relevant to note, however, that the 
administrative advantages of a fixed rate base are regarded by 
many economists as of sufficient importance to justify a preference 
for prudent investment. A fixed return would also obviate what- 
ever administrative difficuties there may be in determining the 
fair rate of return. 

The common stock basis for determining the return on utility 
property is also a modification of the prudent investment measure 
of the rate base. To this extent its advantages are precisely the 
same as those of a fixed return. However, under the common 

*1 In a paper written in 1930, I presented my reasons for preferring prudent investment as 
the rate base, and I offered a proposal for converting the present rate base to prudent invest- 


ment without disturbing the financial stability of utility companies. E.M. Bernstein, ‘“The 
Split Inventory,"’ Quarterly Journal of Economics, XLIV, 493. 
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stock basis it would still be necessary to determine a fair rate of 
return to be applied to the common stock. In general, the admin- 
istrative difficulties of determining the fair rate of return have not 
been great. The very existence of a standard rate of return is an 
indication that no great effort is expended in finding with precision 
that rate of return that is constitutionally fair, considering the 
prevailing interest rate, the risks, and the efficiency of the enter- 
prise. Thus, while the common stock basis does not relieve 
utility commissions of the necessity of determining the fair rate of 
return, it may be said that the administrative burden has not been 
great in those states in which a standard rate of return has been 
commonly applied. 

Inasmuch as there is doubt of the possibility of securing the 
approval of the courts for any method of rate making not based on 
present value—including, therefore, the fixed return and the 
common stock basis—it should be noted that the common stock 
basis for determining return can be adapted to the present rate 
making procedure. The modified form of the common stock basis 
would involve determining the present fair value of the utility 
property, precisely as itisnow done. From this present fair value 
would be deducted the par value of outstanding bonds and pre- 
ferred stocks, the interest and dividends of which would be in- 
cluded among operating expenses. The remainder may be called 
the present value of the common stockholders’ rights. The fair 
return to the utility company would then be caculated by applying 
the standard rate of return to the present value of the common 
stockholders’ rights. Although this method of determining the 
return on utility property would offer no administrative advan- 
tages, it would offer the same economic advantages that are 
attributed to the common stock basis of return. 


IV 


The economic importance of determining the proper rate of 
return on utility property is evident. As a matter of justice to the 
consumers and producers of utility service it is desirable that the 
rate schedule should yield a compensatory but not excessive re- 
turn. Obviously, the public cannot expect to gain in the long run 
by denying to the owners of utility property a return sufficiently 
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compensatory to attract the additional capital necessary for the 
expansion of the public utility industries. Further, the capital 
required for the utility industries should be raised in the most 
economical manner. Not only must the purchase of utility securi- 
ties be made attractive, but utility operators must be induced to 
find the most economical financial plan. Finally, utility rates, 
and therefore the rate of return, must be determined in a manner 
that will bring about the most desirable apportionment of the 
productive resources of society among the utility and non-utility 
industries. If the rate of return is excessive, it is an indication 
that the price of utility service is maintained at too high a level, 
and that the community is being deprived of the opportunity of 
increased use of utility service. On the other hand, an insufficient 
rate of return indicates that the price of utility service is too low, 
and that the community is diverting its productive resources from 
more valuable to less valuable uses. The desirability of any 
method of determining the rate of return must be tested by its 
capacity to meet these requirements. 

The rate of return in competitive industry may be regarded as an 
approximation of the proper rate of return in the public utility 
industries. It is desirable, therefore, to consider briefly the rela- 
tionship of the capital structure, the financial plan, of a competi- 
tive enterprise to its return. In competitive business, the return 
that is earned by a company is not independent of the manner in 
which the business may be financed. Thus, if certain industries, 
because of greater stability of earnings, are able to raise a large 
part of their capital through issues of low rate, fixed income, 
securities, the return to common stockholders will not for this 
reason become unusually large. The tendency in competitive 
business must be toward equality of return to common stock- 
holders, allowance being made for differences in risk and effi- 
ciency. Under normal conditions prices in competitive business 
are sufficient to meet operating expenses and capital charges on 
investment, provided the capital is raised in the economical 
manner available to a representative firm. The net return to a 
public utility enterprise should equal the net return to a competi- 
tive enterprise of similar efficiency. The present method of 
determining the return on utility property by applying the stand- 
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ard rate of return to the rate base cannot bring about the equality 
of net return to common stockholders in utility and non-utility 
industries that is essential to the proper apportionment of the 
productive resources of society. 

The importance of inducing the most economical means of 
raising capital for the utility industry cannot be overlooked in 
considering proposals for modifying the present method of deter- 
mining the return on utility property. This is not the same thing 
as inducing an adequate supply of utility capital, for it is conceiv- 
able that the same supply of capital may be raised at higher or 
lower interest and dividend cost. There is for every business 
organization a financial plan that is most economical for raising its 
capital. The rates at which its securities can be issued depend 
upon the nature of the business, the efficiency of management, and 
the ratio of each type of security to the entire capitalization.” 
Although fixed return securities are invariably issued at lower rates 
than common stock of the same enterprise, any attempt to over- 
load the financial structure with bonds or preferred stocks tends to 
raise the average rate that is paid for capital. The reason for this 
is that a considerable investment in common stock is necessary as 
an assurance to the holders of preferred securities that fluctuations 
in the price level, or in conditions of supply and demand for utility 
service, will not unduly affect the value of their preferred invest- - 
ment.** 

In competitive business, and under the present method of deter- 
mining the return to public utilities, the gains or losses attributable 
to more or less economical distribution of capital risks accrue to 
the owners of the business, the common stockholders. If the 
fixed return method, or the common stock basis for return, is 
adopted, the inducement to raise capital by the most economical 
means may be diminished. There may then be a tendency to seek 


22 Cf. F. Parker, ‘‘Cost of Money to Public Utilities, 1914-1922,"’ Journal of Land and Public 
Usility Economics, Il, 73. 

*3 One financial plan is more economical than another because different types of security 
appeal to persons in different parts of the supply schedule for capital. If differences in return 
on various types of security in the same company could be accounted for entirely by differences 
in risk, every financial plan for a given company would be equally economical. Obviously, 
this is not so; and it is necessary to induce utility companies to raise their capital by the most 
economical financial plan. 
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that distribution of securities that will minimize the risks of 
common stockholders. This can be done by decreasing the propor- 
tion of capital raised through the sale of bonds and preferred 
stocks. The result may be the substitution of high cost capital for 
a large quantity of low cost capital, a change that will necessarily 
increase the real cost of providing utility service. A danger of this 
kind may be averted by closer public regulation of utility securities. 

In brief, the economic desirability of any method of determining 
the return to utilities must be considered on the basis of its capacity 
to raise an adequate supply of capital at the lowest possible cost, 
and to bring about the best apportionment of productive resources 
among utility and non-utility industries by equalizing the net 
return to common stockholders in enterprises of similar efficiency. 
It is necessary, therefore, to compare the manner in which the 
present method, the fixed return, and the common stock basis, 
meet these requirements for determining the proper rate of return. 


V 


It is frequently argued that the real cost of raising utility capital 
can be reduced by a modification of the present method of deter- 
mining return. So long as the monetary return to public utilities 
varies with prices and interest rates, an element of uncertainty 
exists that adversely affects the prices at which utility bonds and 
preferred stocks can be issued. The fixed return method and the 
common stock basis would prevent any variation in prices and in- 
terest rates from affecting the return to bondholders and common 
stockholders by including these capital charges directly among 
operating expenses. Because certainty of a fixed money return is 
the dominating motive for purchasing bonds and preferred stocks, 
there is reason to believe that utility capital contributed through 
such securities can be acquired at lower cost under the fixed return 
or common stock basis than under the present method of deter- 
mining the return on utility property. 

Similarly, it is argued that the expected normal rate of return on 
the common stocks of public utilities would be lower if the stocks 
did not carry the risk of absorbing all the fluctuations in return 
that now result from a change in prices and interest rates. Many 
utility operators believe that a fixed return would not diminish the 








RATE OF RETURN ON UTILITY PROPERTY 43 


risks now attached to the ownership of the common stocks of 
public utilities. They hold that every change in the market rate 
of interest would bring about sharp fluctuations in the prices of 
utility common stocks with a fixed return, for the compensating 
change in return that now occurs with changes in interest rates 
would be removed. Inevitably these fluctuations in common 
stock prices would be reflected in a greater cost of raising utility 
capital. The opposition of the utility companies in New York to 
the proposal to fix by contract the return on utility property for 
periods of ten and fifteen years was based on this fear that a fixed 
return would jeopardize the stability of the market for their 
common stocks. Whatever the merit of this objection, and it is 
not entirely unfounded, it cannot be made to the common stock 
basis for determining return, for by this method the rate of return 
to common stockholders would be precisely that which would 
maintain the price of the stock at par. There is reason to believe, 
therefore, that the common stock basis for determining return 
would lead to the greatest economy in providing an adequate 
supply of utility capital. 

The proper rate of return on utility property should also bring 
about equality of return to common stockholders in utility and 
non-utility industries. It has been shown at length that the pres- 
ent method of determining return tends to give a bounty to common 
stockholders in utility enterprises. The fixed return method 
would equalize the return to common stockholders in utility and 
non-utility industries only if the normal rate of return on common 
stocks were to remain stable after the fixed return had been once 
determined. Obviously, this is unlikely to occur. The fixed 
return method would therefore tend to give to common stock- 
holders in public utility industries a higher return than in com- 
petitive industries when interest rates fall, and a lower return 
when interest rates rise. On the other hand, the common stock 
basis for determining return must, by its method, result in giving 
to common stockholders in utility enterprises precisely the same 
return that is given to common stockholders in competitive 
enterprises of similar efficiency. For by this method, the standard 
rate of return, presumably the rate on the common stocks of repre- 
sentative competitive firms, would be applied directly to the out- 
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standing common stocks of representative utility companies. It 
would seem, therefore, that by this test also, the common stock 
basis is economically preferable to the fixed return and to the 
present method of determining the return on utility property. 

One other point must be considered. Any change in the present 
method of determining the return on utility property will require 
greater public control of the issue of utility securities. If the 
common stock basis for determining the rate of return were 
adopted, this control would largely be directed to making certain 
that the most economical financial plan is used in raising the 
capital for a utility enterprise. The present types of security— 
bonds, preferred stocks, and common stocks—would continue to be 
used; and the legal and economic rights of security holders would 
remain precisely what they now are. If the fixed return method 
were adopted, however, some modification in the present types of 
security would probably be necessary. The implications of a 
change of this kind are great, and care would have to be exercised 
not to disturb the legal relations of security holders and utility 
companies. Further, a modification in the present types of secur- 
ity would, for a time at least, increase the difficulty of issuing new 
utility securities. The market for utility securities would be 
disturbed until investors had become accustomed to the new types 
of security, and until the new method had demonstrated its capac- 
ity to maintain the return for which it provides. 

There can be little question that the return on utility property as 
now determined may result in giving an excessive return to the 
holders of common stocks, and that this has occurred in many 
instances. Some reform in the present method of determining 
return is desirable if justice is to be done to the consumers of 
utility service. Fortunately, the time is now opportune for a 
change. The low interest rates of the present, and probably near 
future, indicate that the standard rate of return as now determined 
must soon be reduced. For those utility companies with out- 
standing long term bonds and preferred stocks issued at the high 
rates of the 1920's, a great danger exists. If the standard rate of 
return is diminished to conform to the lower current interest rates, 
the return may be insufficient to meet fixed and contingent charges, 
and to provide a return to the common stock necessary for the 
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credit of these companies. For such utility enterprises, the 
common stock basis for return would assure solvency and high 
credit standing. The public interest in bringing about a modifica- 
tion of the present method of determining the rate of return by 
establishing the common stock basis is so great as to warrant this 
concession to utility companies. This is so because the destruc- 
tion of the credit of utility companies must inevitably increase the 
cost of supplying the utility service indispensible to the commu- 
nity. A reasonable compromise ought to be worked out without 
difficulty. It is unlikely that if a basis for modifying the present 
method of determining the rate of return can be agreed upon, legal 
difficulties will prevent its adoption. The courts cannot well 
object to a method of determining return that is acceptable to 
utility companies and to utility commissions.* 

*% Tt should be noted that if the courts reject the common stock basis of return on the 
ground that it does not conform to the present value rule, they may accept the modified 


common stock basis, in which the standard rate of return is applied to the present value of 
the common stockholders’ rights. 
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The events of the last two decades have raised the question of 
regulating securities into one of national importance. Inasmuch 
as the federal government has assumed the task of regulating the 
sale of securities in interstate commerce or through the mails,' 
it seems desirable to limit the scope of this article to the question 
of intra-state regulation. 

The possible limits of state regulation extend from a laissez faire 
policy to the other extreme of strict regulation and control for the 
benefit of society in general, without regard to the effect on the 
stockholders. In our modern industrial society, a laissez faire 
policy seems to be entirely out of the question. Likewise, regard- 
less of the possible merits, the other extreme must also be dis- 
carded on the assumption that extremes are ipso facto undesirable. 

Although the two extremes have been eliminated, we still face 
the fact that regulation for the mere sake of regulation cannot be 
justified. Regulation must be beneficial to society in order to be 
justifiable. It would be possible to have regulation for the sole 
benefit of customers, creditors, society, bondholders, stockholders, 
or the corporation itself. But which group should receive prefer- 
ential treatment? 

Since stockholders have undoubtedly suffered most from in- 
adequate or improper regulation and are, therefore, in greatest 
need of protection, this group has been selected for special consider- 
ation. If all stockholders were intelligent and thoroughly trained 
in economics, statistics, finance, accounting, and investments; and, 
in addition, if they constantly had first-hand information concern- 

1 Pub. Doc. No. 22, 73rd Congress, H. R. 5480, Securities Act of 1933 (Approved May 27, 
1933). There are many who believe that use of the mails does not bring intra-state business 


under federal control and, therefore, that control of intra-state securities must revert to the 
states. 
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ing the transactions and condition of the corporation as well as 
actual, rather than theoretical, control—then they would need 
very little, if any, protection. However, since the opposite is 
generally true, it appears that some regulation for their benefit is 
both necessary and desirable—provided, of course, the other 
groups are not seriously injured thereby.* 

Since this article is confined to regulations affecting stock- 
holders, it will be necessary to restrict the meaning of “‘securities”’ 
to the capital stock of corporations, instead of the broader defini- 
tion given in the Securities Act of 1933. 

Parol agreements and fraudulent representations inducing sub- 
scriptions to stock have been a prolific source of litigation in many 
states. A parol agreement is an oral promise to do, or not to do, 
something in the future. It includes optimistic forecasts and 
exaggerations by salesmen, as well as all representations and 
stipulations made before or at the time of subscribing, but not 
included in the written subscription, whereby the corporation is 
to do something or refrain from doing something in the future. 
A fraudulent representation, on the other hand, is a misstatement 
of past acts or existing facts, or the omission of an important fact. 

If market fluctuations in securities are ignored, it is safe to say 
that parol agreements and fraudulent representations cause the 
greatest percentage of losses to stockholders. Therefore, this 
article will be confined to a discussion of the Maryland laws in 
regard to misrepresentations, followed by a brief summary of the 
effectiveness of the blue sky law* in coping with this problem. 

Parol agreements are not grounds for rescinding a subscription 
or for a suit in equity to recover the amount already paid in. Nor 
can parol representations be used to vary the terms of a written 
contract, unless it was intended and understood that the agree- 
ment would be incorporated therein, but was omitted by accident, 
fraud, or mistake.‘ 


? It is interesting to note that the purpose of the Securities Act of 1933 (passed by both Houses 
of Congress without a dissenting vote) was to protect, particularly, the average American 
investor. Cf. Bernard Flexner, ‘The Fight on the Securities Act,’ Atlantic Monthly, Feb., 
1934: ‘‘Everyone knows that the average American investor—and it is he whom the Securi- 
ties Act tries particularly to protect... ." 

3 Laws of Maryland, 1920, Ch. 552, and 1931, Ch. 271. 

§ Scarlett v. Academy of Music, (1877) 46 Md. 143. 














48 S. M. WEDEBERG 


Difficulty arises in determining whether a statement by a cor- 
porate agent inducing a subscription is merely a parol agreement 
or is a fraudulent representation. For example, the court held 
that the statement by an officer of a baseball club that the gate 
receipts would be sufficient to relieve the subscriber of any liability 
for the unpaid balance of his subscription was only an expression 
of opinion or expectation.’ Likewise, representations that the 
stock of a corporation would pay 20 per cent dividends® were 
classified as parol agreements.’ 

Most subscriptions for worthless securities are induced by parol 
agreements and are, therefore, beyond the scope of the law. Fur- 
thermore, there seems to be no real solution for this evil. It 
would be difficult to frame a law covering this feature which would 
not be vague and uncertain; and the remedy would probably be 
worse than the disease. Education of the investor seems to be the 
only alternative 

The general principles upon which actions for deceit or fraudu- 
lent misrepresentations are maintainable have been fairly clearly 
stated by the courts. Ifasalesman knowingly tells < falsehood, or 
makes a positive representation of a fact as true, when he does not 
know it to be true and has no reasonable grounds for believing in 
its truth, a case of fraudulent deceit is established—provided, of 
course, that the subscriber is induced to subscribe by these mis- 
representations. It is not necessary for the salesman to know that 
the representation is false. It is sufficient if the statement is made 
for a fraudulent purpose and without a bona fide belief in its truth.*® 

5 Bucher v. Federal Base Ball Club, (1917) 130 Md. 635. 

® Robertson v. Parks, (1892) 76 Md. 118. 

7 ‘Representations, to be material, must have been in respect of ascertainable facts, as 
distinguished from mere matters of opinion or speculation. A representation which merely 
amounts to a statement of opinion, judgment, probability or expectation, or is vague and 
indefinite in its nature and terms, or is merely a loose, conjectural, or exaggerated statement, 
goes for naught, though it may not be true; for a party is not justified in placing reliance on 
such statement or representation. Such an indefinite or speculative representation should 
put the person to whom it is made upon inquiry; and if he chooses to put faith in such a state- 
ment, and abstains from inquiry, he can have no ground of complaint.""—Buschman v. Codd, 
(1879) 52 Md. 202. 

8 McAleer v, Horsey, (1872) 35 Md. 439; and Buschman v. Codd, (1879) 52 Md.202. But the 
courts have been reluctant to grant relief where the fraudulent representation consisted of 


the omission of an important fact, unless the subscriber made inquiries to indicate that he 
was interested in all pertinent data. 
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An example of a material misrepresentation of a fact is contained 
in the case of Savage v. Bartlett. The prospectus of this company 
stated that it owned certain lands, buildings, and other property 
when, in fact, it merely had the option to buy them. The court 
held that this constituted false and fraudulent representations, and 
that the subscriber could rescind the contract within a reasonable 
period of time after discovering the fraud but before insolvency or 
an act of bankruptcy. Although this case involved rescission 
before a receiver was appointed, it was intimated that after a 
company became bankrupt the trust fund theory® would apply, 
and that unpaid subscriptions would constitute part of the trust 
fund assets, even though they were induced by fraud.'° 

In another case the court emphatically declared that promoters 
of corporations are bound to practice no concealment toward 
persons whom they invite to become interested in the enterprise; 
and are required to give them all desired information as to their 
own relations with the company." 

Subscriptions induced by misrepresentations or fraud are not 
absolutely void, but are voidable at the election of the subscriber. 
If he does no wait too long, the subscriber can have the contract 
rescinded and demand restitution of any payments. This is also 
true after stock is paid in full, provided the rights of creditors or 
innocent third parties do not intervene."* Limitations and laches 
do not begin to run until the subscriber's suspicions are aroused or 
the deceit is discovered." 

The quality of the material that should be contained in a prospec- 
tus, was stated by Lord Romilly so clearly and emphatically that 
it could well be used as a model: 


Those who issue a prospectus holding out to the public the great advantages which will 
accrue to persons who will take shares in a proposed undertaking, and inviting them to take 
shares on the faith of the representations therein contained, are bound to state everything 
with strict and scrupulous accuracy, and not only to abstain from stating as a fact that which 





® The capital of a corporation is a trust fund for creditors, and consists not merely of the 
amount paid in, but of all that is due on unpaid subscriptions. Cf., Fiery ». Emmert, (1872) 
36 Md. 464; Glenn v. Williams, (1883) 60 Md. 93; Morrison v. Savage, (1881) 56 Md. 142. 

10 Savage v. Bartlett, (1894) 78 Md. 561. 

11 Tompkins v. Sperry, Jones & Co., (1903) 96 Md. 560. 

12 Findlay v. Balt. Trust Co., (1903) 97 Md. 716. 

18 Sears v. Barker, (1928) 155 Md. 323. 
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is not so, but to omit no one fact within their knowledge, the existence of which might in 
any degree affect the nature, or extent, or quality of the privileges and advantages which the 
prospectus holds out as inducements to take shares.'4 


We could accept this as an ideal requirement for a prospectus 
provided the word ‘‘materially’’ were substituted for ‘‘in any 
degree.’” Without this substitution few, if any, responsible 
individuals would undertake the risk of issuing securities. 

However, the real problem is in connection with oral mis- 
representations. The courts have held that when a subscriber 
claims that he was misled by oral misrepresentations, and the 
corporation denies the fraudulent statements, absolute proof that 
the statements were made is required. Furthermore, it is prac- 
tically impossible for the subscriber to prove these statements. 
The best solution would be to have the oral representations 
reproduced in writing before signing the subscription contract.'® 

The blue sky law has been of material assistance to the Attorney 
General of Maryland in combating oral misrepresentations. For- 
tunately, none of the cases have been appealed, thus leaving the 
scope and interpretation of the law entirely in the hands of the 
Attorney General. 

According to a former assistant attorney general in charge of the 
operation of the law, careful consideration was given to the 
various features of the blue sky laws of other states before deciding 
upon the wording of this act.* There were some who favored 
investigation of all securities before sale would be permitted in the 
State, and there have been several attempts to incorporate this into 
the statute. However, the attorney general’s office has been 
successful in combating these attempts by arguing that persons 
losing money on fraudulent securities would blame the State for 


4 R.R. Co., v. Kisch, L. R. 2 Eng. & Ir. App. 99: quoting Vice-Chancellor Kindersley in R. R. 
Co., v. Muggeridge, 1 Drew. & Sm. 381. This was adopted with approval in Savage v. Bartlett, 
(1894) 78 Md. 565. 

18 It is a recognized fact that the clever promoters, who are also unscrupulous, seldom sub- 
mit any of their fraudulent statements in writing. Demanding written statements would, 
therefore, serve two purposes: (1) it would tend to discourage the unscrupulous, but clever, 
promoter, and (2) the statements could be preserved as evidence in case it was later discovered 
that the statements were fraudulent. 

16 The amendments of 1931 (Ch. 271), merely enlarged the definition of securities. 
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their losses if an officer of the State passed on the merits of all 
securities before permitting their sale.1” 

Furthermore, it is felt that this feature would promote fraud, as 
unscrupulous promoters would try to create the impression that 
their securities were a safe investment by advertising or insinuat- 
ing that they had been investigated and approved by the State.18 

As indicated by the quotation cited in footnote 19, the Attorney 
General does not initiate investigations. He investigates only 
upon complaint that misrepresentations are being made in the 
sale of stock and other securities. 

When a complaint is received, a summons is issued for the parties 
complained of to appear and show cause why they should not be 
restrained from the further sale of their stock. If the information 
submitted is not satisfactory to the Attorney General, a temporary 
restraining order is passed, pending further investigation. If, 
after ten days (or longer if necessary), the Attorney General is 


17 Does not the same argument hold true when the Federal Government requires registra- 
tion before sale, in spite of the warning contained in the prospectus? Cf., Prospectus, The 
Equity Corporation, June 5, 1934: “Neither the fact that such registration statement has been 
filed with the Commission, nor the issuance of this Prospecvus under the rules or regulations 
prescribed, shall be deemed a finding by the Commission that this prospectus is true and 
accurate on its face, or does not omit to state a material fact or to mean that the Commission 
has in any way passed upon the merits of, or given approval to, such Prospectus or the security 
mentioned therein.’ Nevertheless, the prospective buyer would probably be influenced in 
his purchase by the fact that the issue had been registered by the Securities and Exchange 
Commission. 

18 Thomas H. Robinson, Attorney General, Annual Report and Official Opinions of the Attorney 
General of Maryland (Baltimore: 20th Century Printing Co., 1928), p. 39: “‘In the enforcement 
of this Act it has been the policy of the department not to attempt to investigate every issue 
of securities which was offered for sale in Maryland, as to do so would require a very large 
and expensive organization. Instead, the activities of the Department have been limited to 
the investigation of those companies against which complaints have been made that some 
scheme or artifice to defraud was being employed in the sale of their securities. It is felt that 
this policy represents the more satisfactory course to pursue. Unquestionably, many un- 
scrupulous promoters would like to be able to say that the securities which they offer for 
sale have been investigated and approved by the Attorney General, and it is believed that 
the policy of investigating every issue of securities would tend to promote fraud and defeat 
the desirable purposes sought to be accomplished by the passage of this legislation. This 
conclusion has been emphasized during the year by representations which have been made in 
support of particular issues to the effect that the issue under consideration and offered for sale 
in Maryland had the approval of Securities Commissions of other States. Upon investiga- 
tion it has keen found that some of the securities concerning which such representations were 
made were wholly unfit for investment purposes, and that their sale in the manner proposed 
clearly constituted a violation of the Maryland law.” 
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satisfied that fraudulent methods are being used in the sale of the 
stock, the restraining order is made permanent and publicity 
given to the action. 

A large number of the cases considered to be in violation of the 
law involved the sale of stock in corporations in which the only 
assets were grossly overvalued patents, franchises, or real estate. 
Another common type is one in which the seller claims that the 
price of the stock is going up; or where the seller indicates, directly 
or indirectly, that he will buy it back at a higher price. (It is to 
be noted, in passing, that it was practically impossible to success- 
fully prosecute these types of cases before the enactment of the blue 
sky law.) 

The Deputy Attorney General has been successful not only in 
stopping some sales of securities involving the above factors, but 
also in having the funds returned to the investors. Most of the 
offenders cease selling securities in Maryland as soon as the Deputy 
Attorhey General summons them for an oral hearing and asks 
them to cease their activities. 

Since 1920 it has been necessary to issue less than one hundred 
formal restraining orders. Only one case has been taken up in the 
lower court. This was an unsuccessful attempt to secure an 
injunction against the restraining order. Since this was not 
appealed, it is needless to say that no case has reached the Court of 
Appeals. 

The most recent formal restraining order involved price pegging 
in the open market. A promoter had an option to buy about 
200,000 shares at one dollar and fifty cents per share. He induced 
an investment banker to make two small purchases of the stock in 
the open market at three dollars per share so as to create the im- 
pression that the stock was worth that amount. The Attorney 
General ruled that this practice constituted ‘‘a scheme or artifice to 
defraud within the meaning of the Blue Sky Law of Maryland” 
and, therefore, issued a formal restraining order.” 

One of the most interesting restraining orders involved the 
overvaluation of intangible assets. The promoter organized a 
small corporation and purchased all of the stock. The corpora- 
tion secured a franchise to construct a bridge over a navigable 


19 Formal restraining order of July 30, 1934. 
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stream at a total cost of $5,730.63. A second corporation was 
organized to sell stock to the public and to construct the bridge 
against the very bitter opposition of the State Roads Commission, 
which recognized the fact that there was not enough traffic to 
make a new bridge worth while at that partcular point. 

The new corporation agreed to pay the first corporation $255, 
730.63 in cash, plus a large amount of stock, for the franchise. The 
value of the franchise on the new corporation's balance sheet was 
$6,153,230.63. The necessary cash for payment to the first cor- 
poration was to be secured by sales of stock to the public. 
Obviously, it was also the intention of the promoters to unload the 
$5,897,500 of stock which they held as soon as there was an oppor- 
tunity to do so. 

As a means of proving the profitableness of the proposed bridge 
to prospective subscribers, the management of the second corpora- 
tion secured a certified statement from the office of the State 
Treasurer which tabulated the gross receipts of the last toll bridge 
operated by the State. A photostatic copy of this statement was 
included in the prospectus. 

As an additional incentive for the gullible investor, the pro- 
moter was successful in getting some of the most prominent men 
in the State to serve as directors—one of whom was an outstanding 
attorney. The latter had agreed to become a director with the 
understanding that his name would not be used in connection 
with the sale of stock. 

One of the salesmen, however, made the mistake of trying to 
sell stock to a friend of this lawyer, and used his name as a refer- 
ence. The friend immediately telephoned the lawyer to verify 
the statements of the salesman—and it was the lawyer's subse- 
quent attempt to have the Attorney General prevent salesmen of 
the corporation from using his name in selling stock, that brought 
the case to the attention of the Deputy Attorney General. The 
promoter would not admit that he was violating any law. How- 
ever, a permanent restraining order was issued,?° and the promoter 
decided to leave the State. 

The Maryland blue sky law has been of great benefit to the 
average investor; but it would be even more effective if the Attor- 


20 Permanent restraining order of July 8, 1929. 
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ney General had a larger personnel. Only one man is assigned to 
this work. He has so many other duties that he can devote only 
about five per cent of his time to these cases—although there is 
enough work involved to keep a small staff busy continually. 

The blue sky law has tended to remedy many evils that were 
formerly beyond the scope of the law, or were permitted by 
statute law. For example, the statute law states that the valua- 
tion placed upon property by the board of directors “‘shall be 
conclusive for all purposes in the absence of actual fraud.’"*! It 
was practically impossible to prove actual fraud in the courts; but 
the Attorney General has frequently found cases of overvaluation 
by the board of directors as ‘‘a scheme or artifice to defraud within 
the meaning of the Blue Sky Law.” 

As indicated earlier, the courts could offer no relief where parol 
agreements were involved, no matter how fantastic the statements 
might have been. But the Attorney General has stopped the sale 
of many securities where the statement of expectations seemed 
unreasonable, though legal fraud was not involved. It seems, 
therefore, that the administration of the blue sky law has added 
materially to the protection of the average investor. 


31 Annotated Code of Maryland, Art. 23, Sec. 49. 
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In America, politically speaking, the state is an entity, the 
nation is an entity, but the region is an anomaly. It is found on 
nature’s map; it may be found in the culture of a people; but it has 
no official existence. Accordingly, when a whole section, as the 
South, attempted to realize its economic interests by political 
action, it had to assume, as Frederick J. Turner pointed out, the 
doctrine of states’ rights as a legal and constitutional shield. 
Thus on the face of it, regional policies lack the political sanctions, 
the elements of authority and integration, ordering and forbidding, 
that inhere in national policies; and, many desirable regional goals 
must fall short of fulfillment unless they can be achieved by meth- 
ods that are purely voluntary and unofficial. Many devices are 
coming to be applied to these ends in both small and large areas. 
For example, library services may be extended over a metropolitan 
trade area by means of contracts with municipa. .cies and counties. 
Larger areas have seen the creation of such unofficial regional 
bodies as the New England Economic Council and the Southeastern 
Economic Council. 

Also voluntary are the semi-official bodies such as the New 
England and the Pacific Northwest Regional Planning Commis- 
sions, composed of the state planning boards of their areas. These 
commissions possess no statutory powers and operate only under 
the sanction of the Executive order creating the National Re- 
sources Committee and of those states whose statutes permit 
certain of their planning boards to collaborate with other states 
and with the federal government. 

Nevertheless, there now exist in process of development three 
methods whereby state and federal authority may be pooled in the 
interests of regional planning. First, there is the possibility of 
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concurrent state action. Where several states agree on measures 
of regional policy, they may with the consent of Congress enact 
similar or identical state legislation affecting such matters. Second, 
wherever it is possible through the give and take of regional 
groups to agree on the larger aspects of a national policy, for 
agriculture or industry, for example, the details for each area may 
be worked out by federal agencies in conjunction with all groups 
affected in that area. The method is new, but the late AAA and 
NRA have both attempted its application. The new soil conser- 
vation act is to be administered on a regional basis. The third 
method is to be found in the creation of a quasi-sovereign corpora- 
tion endowed with authority from both state and nation. In 
Boulder Dam we find the allocation of water fom various states 
under the authority of the federal government; in the regulation 
of the Port of the City of New York, state and federal codrdination 
have been established by the states of New York, New Jersey, the 
City of New York and the United States. Finally this new trend 
was given explicit form and direction when for the first time in 
history a great regional corporation, the TVA, was created for the 
purpose of developing ‘‘through national planning, a complete 
river basin, involving many states.""! 

In continental politics, regionalism is regarded as an inter- 
mediate stage between administrative decentralization and federa- 
tion. In the United States, however, the leeway afforded by 
state’s rights obscured in an undisciplined, formative period, the 
need for concerted regional policies. In America the first move 
toward regional policies, paradoxically enough, may be a trend 
toward increased federal participation and functions. Yet, as has 
been well pointed out, in the field of public administration as in 
that of business enterprise, excessive centralization is an obstacle 
to progress, since it paralyzes the actvities of the region and 
places upon the shoulders of the central authority a burden, which 
because of ignorance of local conditions, it is not fitted to bear. 
On the basis of the economic and political history of its sections, 
the United States, faced by the need for collective planning, stands 
at the point where it must make the choice between regional poli- 
cies and extreme centralization of function. 


1 See Regional Factors in National Planning and Development, National Resources Committee, 
Washington, D. C., 1935. 

















REGIONAL PLANNING 57 


There can be no denial that America has its regional divisions. 
Out of the backgrounds of history and geography have come the 
great hordes of America’s regions, the number and variety of which 
are limited only by the frame of reference chosen. On the frontier 
emerged zones of exploration, of military control, of missionary 
activity, of the “long hunter,’’ fur trapper, Indian trader, and 
squatter. Spanish frontier, French frontier, Indian frontier, Puri- 
tan and tidewater, uplands and Appalachians, Old West and Old 
Northwest, Southwest and Middle Border, California and Oregon 
Country, these are the regions that the pioneer process carved out 
of a virgin continent. Natural areas changed into culture-made 
areas, drainage basins became hydroelectric power zones, biotic 
zones became type-of-farming areas, harbor indentations became 
the zones of port authorities; and the list continues ad infinitum. 
Today one may take his choice of physiographic areas, trade areas, 
types-of-farming areas, census areas, railroad nets, super-power 
zones, army corps area, Federal Reserve Districts, newspaper 
circulation areas, voting maps, or any of the multitudinous indices 
gathered by statistical agencies to delimit the functional regions 
they study. The Southern Regional Study, for example, has 
divided the country into six basic regions: Northeast, Southeast, 
Middle States, and Northwest, Southwest and Far West. These 
divisions, it is felt, partake of the nature of geographic areas, 
economic sections, and cultural regions. 

The thing to be kept in mind is that the region, in research as in 
planning, is functional. Only thus can we explain the bewilder- 
ing number and variety of regions advanced by those doing re- 
search in the field. Research is increasingly functional as to 
policy, and the choice and delimitation of regions is a function of 
the problem to be attacked. We may make this clear by an 
example from the South. To explore the present crisis of cotton 
in international trade one may choose the whole cotton belt as his 
region. To explore the field of internal competition in cotton 
production, one may delimit the Southeast and the Southwest 
with subdivisions of Deltas, Black Belts, Eastern Piedmont and 
Coastal Plains, and Western High Plain and Red Prairies as his 
regions. To study the organization of cotton marketing for the 
internal and export trade one would explore the question of how 
cities like Atlanta, New Orleans and Houston organize their 
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hinterlands into metropolitan trade areas. In each case the 
selection of the region is thus relative to the problem to be studied 
or the policies to be administered. Fortunate indeed is the student 
if several of his functional regions coincide. 

The task of delimiting regional boundaries on the map tends too 
much to the impression that the region is a fixed and static thing. 
This iscorrected inregional planning. Herethetaskisdynamic, the 
direction and redirection of a continual flow of forces. In the 
transition to the demographic and industrial region, inert resources 
for example become a flow of goods. With the emergence of 
equilibrium in flow and interflow, the regional balance of popula- 
tion, regional balance of trade, regional hierarchy of resources all 
testify that the cultural region has arrived. 

This flow may come from the hands of nature but it leaves the 
region man-made. Streams and water power, men and communi- 
ties, goods and transportation, trade and the regional balance of 
exports, and population and migration; all these go to show that 
the region maintains its economic equilibrium and its social 
consensus by a continual flow and reflow of goods, people, services, 
and ideas. In its static aspects the region is an agglomeration of 
sites; in its dynamic aspects it may be represented by the traces left 
between these sites by communication and transport, both intra- 
regional and interregional. 

The particular turn regionalism is to take in this country may 
well come out of the maturing of America’s political and economic 
experience with the frontier and the sections. The transition 
from an unsettled to a settled country marks the gradual change 
from the frontier process to social control. The intermediate 
stage in the transition is sectionalism; the ultimate stage may 
prove to be regionalism and regional-national planning. Under 
extreme /Jaissez-faire, the frontier process carves human-use regions 
out of the differentiated areas of newly settled territories. The 
frontier is a region in flux. The flow of population and the 
appropriation of regional resources proceeds apace in a process of 
extreme individualism, but the region cannot appear until a degree 
of equilibrium is attained. In the self-contained economy of the 
frontier the flow of population in a measure substitutes for the flow 
of goods. With the emergence of interregional trade and com- 
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parative advantage, and the coalescence of the economic interests 
of the upper class, now in possession of the region's resources of 
land, mineral rights, and industrial opportunities, the ‘‘sustenta- 
tion region,’’ in Franklin H. Giddings’ phrase, becomes the section, 
conscious of the clash of economic interests within the nation. 
The section, then, is a region striving for economic advantage or 
smarting under economic penalties established in the national 
policy. The logic of sectionalism consists in calculating the 
economic value of union and leads ofttimes to overt separatist 
movements. 

Social control, hardly possible in the frontier flux, thus appears 
attainable when the flow and interchange of regional forces reaches 
an equilibrium. With the stabilization of the national economy, 
the acceptance of a certain minimum national policy, the lifting 
of penalties assigned against regions, or the virtual subsidy of 
those regions still penalized by the national policy, national- 
regional planning to direct and redirect regional flow and inter- 
change is in the offing. 

The trend then is from pioneer zones to sections to the emergence 
of regions and interregionalism within the nation. The fact that 
America’s historical experience has been with the frontier and the 
section, has led many to regard any advocacy of regionalism as 
meant either to glorify a crude frontier or to revive sectionalism 
under a less offensive name. Our most sociological of historians, 
Frederick J. Turner, after giving the classic interpretation of the 
frontier and the section, failed to carry on to regionalism. In 
spite of his somewhat romantic optimism, Turner left us the 
picture of American sections glowering at each other across 
physiographic lines after the manner of European nations. Incipi- 
ent dangers of over-regementation, of administrative breakdown, 
as of sectional conflict may yet be averted in this country by re- 
course to the theory and practice of regionalism. Whether it has 
as much to offer to the growing threat of class conflict is another 
question. 

In regional planning the careful student of 1936 may report 
progress both at home and abroad. There exist at present in the 
United States approximately a hundred planning commissions and 
organizations, many of them voluntary. Metropolitan planning 
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which includes the county or contiguous areas is in force in nine 
of America’s largest cities. The plan for greater New York 
includes 400 municipalities in three states and is to be followed 
with revisions for a period of 35 years. England and Wales have 
over a hundred regularly constituted planning commissions; in 
Germany, the Ruhr Regional Planning Federation was set up in 
1920; in Italy, the Bonifica Integrale, set up in 1928 for agricul- 
tural regions, has undertaken to restore an area that has not 
flourished since 500 B.C. Russian developments are well known, 
although too little attention has been given the Giprogor, the com- 
mission for planning cities and regions. In the United States, the 
New York State Bureau of Housing and Regional Planning has 
done pioneer work since its inception in 1925. In our present 
program it is possible that Public Relief, Public Works, Rural 
Resettlement, Soil Conservation and the contraction of crop 
surpluses may in time join the code governance of industry as 
temporary measures of recovery. While the National Resources 
Committee, the various State Planning Boards, the Land Use 
Planning Committee and the Tennessee Valley Authority seem to 
point the way of permanent development, only the future historian 
of planning will be able to report the trend. 

Regionalism is still an indefinite term, and regional planning is 
more honored in discussion than in its application. The crux of 
the matter is that America has its regions and its need of regional 
planning, but it has developed no philosophy of regionalism. 
Without a settled social policy, planning, it is well said, has 
become a catchword for any sort of scheme that might imply fore- 
thought or be codrdinated with another scheme. Writing in 1932 
the Committee on Recent Social Trends held that the best any 
group of economic planners could do with the data then at hand 
was to lay plans for making plans. The Committee should not 
have blamed the data; they might well have pointed out that we 
lack agreement as to what data we need and what to do with facts 
when we find them. Half laissez-faire and half government aid 
and regulation mean a lack of the consensus necessary for planning. 
Moreover, as Hugo Ha4n points out, if planning is to be thought 
of in terms of goods, not of money; of real demand, not of market 
demand; of community effect rather than of individual profit; of 
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leisure as well as of labor; it then becomes social planning as 
contrasted with technical economic planning. 

Regional planning may be defined as an attempt at the coérdi- 
nation of all regional changes and readjustments toward a de- 
sirable goal. The development of human adequacy to master 
regional resources and to erect upon their integration and develop- 
ment a competent and distinctive culture accordingly is the 
broadest possible goal of such planning. 

Many may feel that the present administration stands com- 
mitted to the view that the threatened decadence of agrarian 
society in America can be averted by national-regional planning. 
Yet much of its efforts have been no more than brilliant improvisa- 
tions. Back of these experiments have been no consistent theory 
of regionalism or of collective responsibility which the administra- 
tion held or could trust the electorate to hold. When private 
industry faces failure, it calls for government help and the socializa- 
tion of its losses; when it prospers, it demands to stand alone. 

Frankly this paper can not presume to say that planning is con- 
stitutional, that the electorate knows what planning means, that 
they would want it, if they did. Much of our contemporary 
confusion arises from the fact that, speaking in terms of logic, we 
seek the conclusion of a syllogism upon whose major premise we 
have not yet agreed. The regional plan may be regarded as the 
conclusion of a syllogism whose major premise is regionalism and 
whose minor premise is the regional survey. Nor does it help 
much that Howard W. Odum and the Southern Regional Study 
have given us an admirable regional survey. The call for science 
to furnish social guidance, as social scientists recognize, is only a 
half truth. In social planning it is the policy making function 
that states the major premise. And it is the major premise that 
determines the role of science. Policy making is the task of 
statesmanship; it involves the clash of interests; it finds it roots 
deep in historic, social and political philosophies; and its goal 
must be sought in the traditional political processes. Science as 
technics or engineering is the hand maiden of policy. As the 
encompassing art it has the function of bringing to pass. Politics 
and public administration, not scholarship and research, as Odum 


2 Southern Regions of the United States, Chapel Hill, 1936. 





62. RUPERT B. VANCE 


has well reminded us, must still be the masters of our destiny. 
The regional survey, as the Southern Study amply demonstrates, 
is a matter of cartographic, geographic, descriptive, statistical, 
science. Theregional planisa matter of applied science—economic, 
sociological, technical, engineering. It carries out policies 
rather than determines them. The formulation of regionalism as a 
social policy has not yet come into existence. The setting up of 
aims, of ends, and of goals, the definition of the situation in terms 
of the relation of area to area, of industry to industry, of regional 
process to regional process; none of these has been attained. We 
do not practice regional housekeeping and we have no theory of 
regionalism on which we can as yet agree. It may not be clear 
whether the regionalism as here discussed is constitutional or 
unconstitutional; it is clear that the people can change the consti- 
tution whenever they so desire; and that as yet they have expressed 
no desire to do so in the interests of regionalism. 

Lacking an adequate philosophy of regionalism America, it 
appears, has encountered full tilt the problem of national planning 
and regional housekeeping, of administrative control and regional 
autonomy, of government intervention in business and in the 
regional economies; of national policy and sectional interests; in 
short, the whole question of centralization, federation, and politi- 
cal regionalism. So unfamiliar to American thought is the move- 
ment that, as we have said, many. are led to regard any attempt at 
realistic regional policies as meant to revive sectionalism under a 
less offensive name. All this while it appeals to an unworkable 
theory of local government wins votes for policies, uncodrdinated 
and impossible of achievement; and the Supreme Court of the land 
calls agriculture a local problem, and strikes down national 
control of agriculture on the grounds that it violates the rights of 
states—a right which no state ever has or ever could exercise 
except in concert with all other states. 

The primary task in the Southeast is to raise the economic 
minimum so that the mass of its population may partake of the 
cultural opportunities ordinarily thought of as open to American 
citizens. To be specific, the standards of housing, of home 
hygiene, of diet, of education, are below any reasonable American 
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ideal. As long as the region’s indices of income remain the lowest 
in the nation, to speak of freedom and cultural autonomy for the 
common man of the South is sheerest irony. If these things are 
to be changed, regional planning in the South has as its minimum 
task, (2) the reconstruction of agriculture, (2) the integrated 
development of industry and (3) the movement of the area out 
of the colonial economy. 

To take the last first, it must be realized that the significant 
choices for the area’s next fifty years are not likely to be made in 
the South or by the South. The South is an area of raw materials, 
not an area of fabrication. Its workers are mainly in the extrac- 
tive industries; and how they are employed will depend upon the 
developers of resources and the purveyors of credit. As long as the 
South furnishes mineral and agricultural raw materials to be 
fabricated elsewhere it will remain in the colonial economy. 
Lacking alternative employment, its increasing population be- 
comes its main resource, a cheap and plentiful labor supply. Thus 
began the industrialization of the area, a process that in time may 
lift it out of colonialism. Whether the region’s agrarians can 
retard or its chambers of commerce accelerate it, the process of 
industrialization along with regional migration may be expected 
slowly to approach equalization of regional levels of living. What 
the South needs here is a decreasing rate of population growth 
along with an increasing utilization of her regional resources, if 
migration is to take up the slack. 

Basic to the process are (1) the integrated development of 
industry and (2) the reconstruction of agriculture. In industry 
the South, having over-expanded textiles, may turn next to wood- 
working and the chemical industries. It is increasingly being 
realized that only as alternative employments are provided can 
better labor standards and a higher level of living be expected. 

It is the recruits from the farms that crowd the doors of industry, 
to furnish potential strike breakers and to keep the level of South- 
ern wages down. Accordingly, the main task is to develop a 
healthy Southern agriculture, a task made infinitely difficult by the 
failing international cotton market. There are, no doubt, in the 
world’s agriculture, efficient tenancy systems, but cotton tenancy 
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as it has developed in this region is ruinous of both land and men. 
If it is the best the South can do, we are condemned to mediocrity 
and futility the rest of our days. Soil conservation and reduction 
of production is not enough. Some direct and frontal attack must 
be made on the land tenure system. If small holdings, live-at- 
home farming, and peasant proprietorships, or if collective and 
codperative farming furnish the way out, the sooner the South and 
the nation agree to face the task, the better. 

Southern politics, as Howard W. Odum has said, must abandon 
its futile pattern of personalities and partisanship to concern itself 
with principles of economy, of efficiency, and of regional culture, 
if it is to serve the needs of today. Neither the trends nor the 
temper of the times suggest an early or an adequate adjustment of 
our peculiar Southern problems, yet it may be well in conclusion 
to recall that the South has attacked certain of its problems in a 
fashion that today would, no doubt, be called regional planning. 
In the realm of agriculture, the area has made possible a livestock 
industry by tick eradication; in the realm of public health it has 
attacked the problem of eradication of hookworm disease; and in 
the field of cultural change the region embarked upon a program of 
universal eduction. Each of these movements were so inte- 
grated across state lines as to move simultaneously on common 
regional problems, yet it is doubtful if any one could have been 
carried out by separate states alone. The tick eradication cam- 
paign had the aid of the federal government in financial support, 
in the setting up of standards, and in the enforcement of quarantine 
zones. The sporadic opposition offered by local folkways shows 
how necessary was this uniform control to the success of the 
undertaking. In the attack on hookworm a large foundation 
made possible public health demonstrations in which both state 
and local agencies participated. Out of these early demonstra- 
tions grew the public health movement in certain Southern states. 
Even more significant was the movement for universal education 
which got underway in the South around the turn of the century. 
It is difficult to visualize the “‘great expectations’’ and the emo- 
tional fervor that made this a great folk movement. Educators 
and politicians joined hands, and some of the South's choicest 
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spellbinders, Jim Hogg, Ben Tillman, and Charles Aycock, did 
yeomen service for the new cause. And here again integration 
and aid were offered by philanthropy and the foundations. There 
is much the new regional planning can learn from this early effort 
in the South. What if submarginal land programs, soil erosion 
control or land tenure reform could be dramatized before the people 
as the region’s politicians once dramatized universal public educa- 
tion? 
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From the Civil War reconstruction period to about 1912 the 
relationships between the tax program of the federal government 
and the plans of the states were reasonably satisfactory. For 
most of this period there was well-nigh complete separation of 
sources of federal and state revenues, and the duplications which 
existed were of no essential importance. 

The World War period and its aftermath brought essential 
changes, leading to duplicate federal and state levies. The altera- 
tions appeared primarily in the fields of income, death, and com- 
modity taxation. 

Although several state income taxes had been on the statute 
books for many years, enactment of the Wisconsin income tax in 
1911 marks the real beginning of the modern movement toward 
income taxation in the American commonwealths. The develop- 
ment was not particularly rapid in the years immediately succeed- 
ing, but it has been consistent throughout the ensuing twenty-five 
years. Meanwhile, in 1913 the income tax amendment to the 
federal constitution was approved; and the federal government 
immediately launched a program of taxation on the basis of in- 
come. Because of the revenue necessities growing out of the 
American participation in the World War, the federal income tax 
was rapidly extended, so that in the course of five years following 
approval of the amendment the federal government was utilizing 
income taxation as its primary revenue source. The federal policy 
doubtless retarded rapid growth of state income taxation in the 
period following 1917, but the states did not retire from the in- 
come tax field. 

Though not a major development of the war period, duplica- 
tions of federal and state corporation taxes existed. The most 
66 
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serious overlapping levies directly duplicating were the federal 
excess profits tax and the state taxes measured by corporate excess. 
This type of duplication has proved important, primarily in the 
period of the 1930's rather than in the war period itself. 

Prior to the war period death taxation had been generally re- 
garded as the exclusive province of the state governments. The 
federal statutes providing for inheritance and estate taxes before 
that time had been treated, strangely enough, as emergency meas- 
ures and had invariably been repealed after expiration of the 
emergency which brought about their enactment. Beginning, 
however, with the war period the federal government imposed an 
estate tax that, in effect, duplicated the death taxes levied in 
nearly all of the states. The difficulties to be expected from over- 
lapping levies were intensified in this particular case by the fact 
that the state tax plans were inconsistent and conflicting among 
themselves. Thus, in the field of death taxation, the situation 
became so unsatisfactory that national effort directed toward alle- 
viation became sufficiently intensive by 1924 to secure two varieties 
of remedial legislation which will be outlined later. 

In the field of commodity taxation developments involving 
duplication did not occur until the depression period of 1921. 
About this time several states initiated excise taxes that duplicated 
those of the federal government. By far the most important of 
these was the tax on tobacco, but a number of states imposed taxes 
on transactions in one or more of the following: soft drinks, ad- 
missions to places of amusement, cosmetics, and sporting goods. 
Likewise, the states developed gasoline tax programs that formed 
the basis for important federal-state duplications in a later period. 

In the light of this background we may consider certain trends 
of the past ten years in federal-state taxation relationships. 


PERSONAL INCOME TAXES 


During the past ten years there has been an increase in the reve- 
nue raised by the federal individual income levies from less than 
$900,000,000 in 1926 to nearly $1,150,000,000 in 1930. Subse- 
quently, the revenues from this source have declined to about 
$350,000,000 in 1933; since which time, owing mainly to increased 
rates, the amounts produced have gradually risen. 
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In the meantime, the number of states imposing personal income 
taxes gradually rose from ten in 1926 to thirty-three in the late 
summer of 1935. State revenues rose substantially to a maximum 
of roughly $134,000,000 in 1930; after which there was a decline, 
until the new legislation effective in 1934 and 1935 somewhat 
altered the situation. 

Except in a few cases the state income taxes when added to the 
federal do not seriously distort distribution of the tax load. Most 
of the state statutes provide for rates that are sharply graduated 
and that reach their maximum at a point that, in comparison with 
the federal rate structure, is very low. Thus, the state rates are 
substantial in an income area subject to moderate federal rates; 
and, in consequence, the combined effect of the two taxes is to 
distribute reasonably the individual income tax load. The 
statutes are not nearly so happy, however, in their procedural 
requirements. A taxpayer living in one state but receiving in- 
come from a number of states may have to keep records according 
to a rather distinctly different plan in each of the several states. 
In consequence, he is subject to burdensome expense! and to serious 
irritation in the process of ascertaining his liability. 


CORPORATION INCOME TAXES 


With comparatively minor variations the recent development 
of federal and state corporation income tax legislation has paral- 
leled that for individual income taxes; at least, the number of 
states involved has been roughly the same, and the volume and 
fluctuations of revenue have not differed greatly. Recently, the 
spread of corporation income taxes has brought the total of states 
levying such taxes to thirty-two. 

In the field of corporate taxation conflicts between federal and 
state levies are not confined to income taxes.* There is an almost 
direct duplication economically, but a distinct difference procedur- 
ally, in the case of state corporate excess taxes and the federal 
excess profits tax, and also in the case of state and federal capital 
stock taxes. 

1 See Robert Murray Haig, ‘‘Cost to Business Concerns of Compliance with Tax Laws," 
Management Review, November, 1935. 


2 The most extensive discussion of duplicate taxation is Martin and others, Conflicting 
Taxation. On this point see pp. 52 ff. As to income taxes, see chaps. vi and vii. 














FEDERAL-STATE TAXATION RELATIONSHIPS 69 


The procedural difficulties involved in corporate income taxa- 
tion are akin to those incident to individual levies, but they are 
decidedly more serious. In general, the seriousness arises from 
the greater complication in corporate records and especially from 
the wider geographical distribution of the sources of corporate 
incomes. As in the case of individual taxpayers, corporations 
are frequently called on to keep records according to diverse and 
often expensive plans. Among the particular difficulties of this 
sort possibly the most important arise from varied treatment of 
bases for capital gain, bases for and methods of depreciation allow- 
ances, bases for allocation of incomes derived from two or more 
states, and methods of handling corporate reorganizations. How- 
ever, there are numerous other points at which considerable dif- 
ferences occur. In connection with some of the conflicting pro- 
visions, new legislation is tending toward greater uniformity; but 
on the whole each new corporate income tax adds a number of 
difficult problems to hound the taxpayer. 


DEATH TAXES 


Prior to 1924 most states had succession taxes, whereas the 
federal government imposed an estate tax. In consequence, there 
was not a precise duplication of bases, and the death tax rates were 
moderate. However, each state generally imposed death taxes 
on the basis both of domicile and of situs of property transferred. 
Serious difficulties arose in connection with the intangibles of 
non-resident decedents. At various times and places, for example, 
stocks were taxed if the issuing corporation owned property, had 
a transfer or registry office, or was organized under the laws of 
the state. At the same time each state (except the two or three 
not levying death taxes) made domicile sufficient reason for im- 
posing a tax on transfers of stock. Studies during the years 1924 
and 1925 aeveloped more or less general agreement that elimina- 
tion of multiple taxation should be sought by the taxation of 
intangibles at domicile only. A drive to secure reciprocal legis- 
lation was successful. At the same time the federal government 
enacted a provision for crediting state death taxes against the 
amounts due under the federal estate tax and thereby contributed 
materially to development of uniformity. After the crediting 








7° JAMES W. MARTIN 


provision had become fully effective and many states had enacted 
reciprocal legislation, the Supreme Court of the United States* 
finally held multiple taxation of this type contrary to the due 
process clause of the fourteenth amendment to the federal con- 
stitution. In the meantime, many of the states changed their 
legislation to provide for estate taxes, either in addition to or in 
lieu of the levies on distributive shares formerly imposed. In 
general, these influences have served to reduce friction between the 
federal and state governments incident to the imposition of death 
taxes. 

In 1932 the federal government enacted new estate tax legisla- 
tion providing for substantial increases in rates; the added rates, 
however, are not subject to the credit for state taxes paid. This 
legislation has graduated the proportion of the entire l¢ .- which 
the estates might have as a credit in such way that the «ffset is 
small on small estates and large on large ones; whereas, from the 
point of view of both economics and administration, logic points 
to a precisely contrary plan if the credit is to be graduated at all. 
In the meantime, also, the federal government made provision for 
a gift tax at rates approximating three-fourths of those imposed on 
estates. In the gift tax, however, no provision whatever was 
made for crediting state gift taxes; yet there are exactly the same 
considerations favorable to crediting these as dictate provision of 
a credit for state death taxes. 

Thus, the operation of the crediting device, from many points 
of view, has been upset. On the other hand, failure to provide 
for any change in the basis of crediting has undoubtedly tended 
to stabilize state death tax legislation. 

On the whole, then, the tendencies of the past ten years in death 
taxation and in closely related gift taxation have led to a distinctly 
more favorable economic and administrative situation, while the 
law of situs has been almost completely defined by the courts. 
All of which has materially improved the existing federal-state 
relationships.‘ 


3 See First National Bank of Boston v. Maine, 284 U. S. 312 and the cases cited therein. 

4 On the other hand, with only a comparatively minor revision in the federal estate tax 
sections authorizing credit for state taxes, the operation of the plan could be permanently 
improved. A suggested plan is outlined in Martin and others, op. cit., pp. 114 ff. 
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SELECTIVE EXCISES AND GENERAL SALES TAXES 


State revenues from selective excise taxes -have increased sub- 
stantially since 1926. The most important single excise is the 
gasoline tax; but other significant sources have been discovered, 
especially tobacco taxes. In the period prior to 1930 federal excise 
tax yields had not been increasing, owing to the repeal of certain 
schedules imposed during war time. The following two years 
saw the revenues cut by declining business activity. Beginning 
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with the tax legislation of 1932, however, there has recently been 
a striking increase. 

State general sales taxes had not been a significant element in 
the revenue situation prior to the last two or three years. There 
is now, however, a definite trend upward in the revenue from this 
source, although such a levy duplicates many of the taxes included 
as federal excises. Aside from inequitable distribution of the tax 
load, there are no serious technical difficulties arising from dupli- 
cate levies in the case of most of these excises. There are, how- 
ever, two exceptions: (a) problems incident to the interstate 
commerce clause of the federal constitution are particularly irritat- 
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ing in connection with state general sales taxes; (b) the alcoholic 
beverage taxes involve difficulties due partly to their influences on 
production and sale of beverages, but mainly to the influence 
exercised by tax policy on liquor regulation plans. In addition 
there are certain constitutional questions not yet completely 
settled. 


THE RESULTING SITUATION 


Chart 1 constitutes a summary of the extent to which the sources 
of federal tax revenues are subject to state duplication and the 
extent to which state tax revenues are derived from sources also 
subject to federal taxes. Only the customs duties among the 
important federal taxes are derived from sources not utilized by 
some or all state governments. In the case of the state revenues, 
tax bases accounting for about 57 per cent of total revenue are 
subject to federal levies as well as state, and those accounting for 
only approximately 43 per cent are not subject to duplicate levies. 
Of course the latter is largely made up of state revenue from 


property taxes. 
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Depressions and Their Solution. By C. M. Garland. Chicago: 

Guilford Press, 1935. Pp. 187. $2.50. 

Since Howard Scott startled the world with ‘“Technocracy”’ 
innumerable suggestions have come from the engineers on how to 
cure our economic ills. Depressions and Their Solution is another 
excursion into the field of economics by an engineer. Thus far 
these excursions into foreign territory have been most unfortunate 
for the engineers. Technocracy went up like a brilliant rocket only 
to explode and vanish into nothingness. A careful appraisal of 
Garland’s solution for depressions leads one to conclude that the 
plan lacks merit and is destined to an early consignment to innocu- 
ous desuetude. 

The book is easy to read and delightfully interesting. The 
reviewer has seldom observed a more vivid style or more pungent 
power of expression. Garland has the zeal of a moral crusader, 
and his chapter on ‘Moral and Ethical Considerations”’ is a jewel. 
Furthermore, many will agree with him that a great moral depres- 
sion preceded the economic depression and to some extent was a 
contributing factor in its causation. 

Commenting upon the moral state of the times in America, Mr. 
Garland says, “‘Over it all sits a prostitute press, like a witch 
stirring in a ‘hell-broth,’ falsifying this, exaggerating that, con- 
founding the other and in general muddling everything”’ (p. 96). 
Again, ‘‘we are sunk in a flood of prostitutes and moral cowards, 
maggots germinated in the offal of concentrated wealth, contam- 
inating, polluting, poisoning the life blood of organized society.”’ 
Referring to Roosevelt and his Brain Trusters, dilletante reformers, 
pink tea radicals, and unregenerate barons of great wealth, he 
says, ‘Here, indeed, we have a delectable national omlette, an- 
tique eggs, scrambled with over-ripe tomatoes, and national 
indigestion we aver will be the result’’ (p. 175). 

The parts which justify the title ‘‘Depressions and their Solu- 
tion’’ are chapters IV and V. Here he develops his basic idea, 
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‘The No Savings Plan.’’ He has read carefully the recent Brook- 
ings study and agrees that depressions arise from mal-distribution 
of income. This leads directly to over-saving, over-investment, 
over-speculation, under-consumption, and the spasms of the busi- 
ness cycle. Capitalism stands helpless in the midst of this di- 
lemma and is made worse by the corrupt state of morality which 
capitalism generates under the spur of the profits motive in business 
and the legalized ethics of caveat emptor. 

The remedy is the substitution of his ‘‘No Savings Plan’’ for 
capitalism. ‘‘Under this system the government owns all busi- 
ness, makes the profit and stores it for working capital, while 
the workers receive a salary or bonus, or both, which may be 
graduated to stimulate interest, initiative and advancement. 
There must be no accumulation by individuals in the sense as we 
understand it today, and no interest bearing loans. . . . Individ- 
uals must work and spend; the government alone must accumu- 
late’’ (p. 48). 

By a sort of functional representation, men would be selected 
to represent their respective industries on a National Planning 
Board. It would be called the Supreme Court of Industry. ‘“‘It 
would settle all questions of price, rates of compensation, allocate 
production and control the economic life of the nation. Upon its 
recommendations Congress would pass the necessary laws govern- 
ing industry. Since the idea of accumulation would be eliminated 
such a board could function without self-interest’’ (p. 51). 

The present monetary system must be abolished. For “‘in such a 
system there must be a medium of exchange which will in some 
way represent a man hour . . . whether the medium of exchange be 
a dollar, a pound, or whatnot, . . . in some way it must represent 
human effort, so that one man may exchange the fruits of his 
labors for the products of the efforts of some other men”’ (p. 47). 

With these revisions in our economic and political life, the 
following advantages would be gained. (1) Production would 
continue at capacity and consumption in harmony with it. (2) 
Politics and business would be divorced, thus eliminating corrup- 
tion and dishonesty. (3,) Poverty would be eliminated, and (4) 
strife between capitalists and laborers would cease. 

Space will not permit of a serious consideration of all the phases 
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of this utopian proposal. Yet there is little in it which has not 
been tried before, and the record of failures is high. Robert Owen 
tried the ‘‘man-hour’’ money in England in 1832, and Owen's 
biographer, Frank Podmore, tells how and why it failed. 

A ‘Supreme Court of Industry’’ to fix prices, quotas, allocate 
men and tell them what each should do and at what compensation, 
was the main feature of the Amana Society, a little commune in 
Iowa, a community which the reviewer has visited frequently, and 
conferred at length with the Chairman of the Council. They had 
a Central Board of Twelve, with functions almost identical with 
those proposed here. And, in justice to the Amana experiment, 
one must say that it revealed many good features. It did provide 
security against accident, sickness, and old age; men and women 
did not worry about their future; they appeared comfortable and 
content. However, the standard of living was terribly low, the 
houses were crude and the furniture plain. Their wardrobes were 
pitiably small, and of autos and radios they had virtually none. 
It may be said that they might have had these things had they 
desired to work harder, but without the competitive spur of capi- 
talism, they did not choose to work hard and they led a very 
simple life. Yet it worked far better than one would expect of a 
national experiment, for membership in the Amana Society was 
voluntary. One who did not like it could leave, and some did. 
The unrest among the youth was a continuous and perplexing 
problem. But what would be the mumblings and grumblings if 
membership were compulsory, and every citizen were required to 
fit into the scheme or skip the country? 

The proposed powers to be conferred upon the Supreme Industrial 
Council is no less than pure and unadulterated fascistic dictator- 
ship. If the system is to run at all by centralized authority, the 
‘No Savings Plan”’ calls for a Mussolini or a Hitler. Even though 
the Planning Board should guess wrong as to the price which 
would equate supply to demand, the price must be obeyed, the 
goods must be produced, the consumers must spend the money for 
the goods available at the prices named. Any inability on the 
part of the Board to make its decisions obeyed all along the line 
would wreck the system. For it is the concentration of authority 
and power which compels capacity production, and the final con- 
sumption of all produced goods. 
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The attractiveness of centralized control is evident to all. It 
has long been maintained that the most efficient government con- 
ceivable would be a benevolent despotism. It is because of this 
inherent efficiency that we concentrate power in every major 
crisis, as war, famine, or flood. Yet, between crises we prefer 
liberty with its uncertainties to dictatorship with plenty. 

The writer holds no brief for many economic experiments under 
the New Deal. Yet, he thinks Mr. Garland has been both dis- 
respectful to the President and decidedly egotistical. After a 
scathing denunciation of the New Deal, he says that ‘‘Mr. Roose- 
velt could have brought us out of the depression six months after 
his inauguration and put every man in America to work at a total 
cost of four billion dollars as the writer has outlined in Chapter V 
of this book, an explanation of which was placed in his hands 
under date of March 13, 1933. But he has done none of these 
things... . Immediately after his inauguration, he and his 
political appointees foisted onto the American people a program 
of recovery that would not do credit to the mentality of a group of 
school boys. Study this program as you will, and you cannot say 
with certainty whether it is a monstrous piece of buncombe, 
designed to shield the predatory gangs, which wrecked the 
country, from the wrath which their acts so richly deserved, or a 
monstrous piece of idiocy’’ (pp. 178-80). 

Such words are not fair to the honest efforts of able men, and are 
written by one who is not sufficiently recognized as an expert in 
the field of economics to advise with such cock-sure finality. In 
fact, there are experts in the field of economics who would evalu- 
ate the New Deal as a closer approximation to sound economic 
policy than the ‘“No Savings Plan.” 

Louisiana State University. H. L. McCracken. 


Theodore Brinkman's Economics of the Farm Business. English edition 
translated by Elizabeth Tucker Benedict, Heinrich Hermara 
Stippler, and Murray Reed Benedict. Berkeley: University of 
California Press, 1935. Pp. x, 172. $2.00. 

To appreciate the appearance of Brinkman’s Economics of the 

Farm Business, it is necessary to understand that American farm 

economists are divided into two groups. To one of these I have 
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given the name Factologists (See Journal of Farm Economics, Volume 
XII, No. 2, page 230). The other group may be designated as 
Theorists. These groups are in the main diametrically opposed in 
point of view and methodology. The factologists are not 
sympathetic to the application of “high pressure’’ economic 
theories, classical or otherwise, to the solution of farm manage- 
ment problems. Their opposition to the use of theory is not due 
to any inherent neurotic tendency, but arises out of the belief that 
principles and theories applicable to farm management can be 
discovered and developed only by a study of the facts relating to 
the actual organization and management of farms. This group 
has gathered data with abandon. Hundreds, if indeed not thou- 
sands, of farm management surveys have been conducted in this 
country. These data have been analyzed and certain farm manage- 
ment principles have been enunciated; principles which appear to 
the factologists as sound and applicable to the solution of farm 
management problems. 

The theorists, on the other hand, contend that facts alone are 
not sufficient. What is required in addition to facts is a sound 
basis in economic theory and a working knowledge of advanced 
statistical technique. When the same or similar farm manage- 
ment data are “‘properly’’ collected and analyzed (by the theorist) 
the results differ widely from those obtained by the factologists. 
For example, the factologists have found that as the size of the 
farm increases the net returns per farm increase. This has led 
to the conclusion that one of the most effective ways of increasing 
net returns is for the farmer to increase the size of the farm. The 
theorists, when they analyze the same or similar data collected 
and analyzed by ‘‘approved’’ methods, arrive at the conclusion 
that no such statistical relationship exists between size of farm and 
net returns. The theorists also embarrasses the factologist by 
referring to the obvious differences in the capacity and efficiency of 
farm operators which invalidate any sweeping generalization as 
to the size of farm and net returns. As a counter move, the fac- 
tologists have questioned recently the validity of the statistical 
method used by the theorists. Thus the storm rages on every 
important factor relating to the organization and management of 
the farm. 
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It is not the intention of the reviewer to harmonize these oppos- 
ing schools of thought. In regard to the work of the theorists, 
it may be said that ‘All is not gold that giitters’’ and as to the 
work of the factologists ‘‘A thing does not need to be true in order 
to be useful.’ The work of the theorists has been indeed helpful 
but on the whole has been more brilliant than useful. The work 
of the factologists, although in many instances theoretically un- 
sound, has been more practical and on the whole has had a wider 
appeal among farmers. 

Professor Murray R. Benedict, editor of this edition of Brink- 
man’s book, is a theorist. This explains his statement in the 
Introduction to Brinkman, when, referring to Sigmund von 
Frauendorfer’s ‘‘Development, Methods, and Results of Agri- 
cultural Economic Research in the United States,"’ he says, ‘“This 
treatment [Sigmund von Frauendorfer’s] which on the whole is a 
very accurate one, indicates the very limited extent to which 
American students of farm management have drawn from either 
the general field of economic theory or foreign works or foreign 
methods.’ Mr. Benedict obviously refers to the factologists who 
have followed their obstinate course, not solely because of igno- 
rance of the work of the German scholars or the theories of Mar- 
shall, Mill, Ricardo and others, but because they have, in spite of 
these, elected to do so. ‘‘In no textbook,”’ continues Mr. Bene- 
dict, ‘in the English language do we find as careful separation and 
identification of the elements that affect the combination of enter- 
prises and the levels of farming intensity as are to be found in some 
of the German writings on the subject. The nearest approaches 
to this in the English language are J. D. Black’s Introduction to 
Production Economics and C. L. Holmes’s Economics of Farm Organiza- 
tion and Management."’ (Holmes and Black are both theorists.) 

The editor’s sympathy with the theoretical school should not 
act as a deterrent to read Mr. Brinkman’s book carefully. It is 
theoretical in character but one has the feeling that the author is 
much more intimately acquainted with farming than most mem- 
bers of the theoretical school in this country. The book consists 
of three chapters. The first chapter is a brief discussion of the 
nature of intensity of cultivation and systems of farming. Accord- 
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ing to Brinkman, the degree of intensity may be stated in the simple 
formula— 


_L+C4+M 
- 


In which I is equal to the degree of intensity, L is labor input, 
C the capital used, M the interest on invested capital, and A the 
extent of the operated area. There is nothing new or novel about 
this formula, although his subsequent treatment of this subject is 
stimulating. Brinkman defines also systems of farming but the 
definition is not as clear cut as his formula for intensity. 

Intensity and systems of farming are related. ‘‘Since the indi- 
vidual enterprise requires greatly varying amounts of capital and 
labor, the grouping of farms according to systems is at the same 
time, taken as a whole at least, a grouping according to intensity." 
The degree of intensity, however, is not always sufficient to desig- 
nate a system of farming, as “‘it is possible to have extensive or 
intensive ranching systems.’’ On the whole, however, a system 
of farming gets its name not so much from the degree of intensity 
(extensive or intensive) as from the particular combination of 
enterprises or the way the land is used. ‘‘We may speak of field- 
crop systems and pasture systems, these terms having references 
to types of land use. We may also speak of grain farms, feed- 
crops farms, beet farms, etc., or three-year rotation systems, 
arable-pastoral systems, etc., if we have in mind the field crop 
systems and their characteristics."’ 

Chapter II is devoted to a discussion of the factors determining 
the ‘‘levels’’ of intensity. These factors are: (1) the economic 
location of farms, (2) the natural location of farms, (3) progressive 
economic development, and (4) personal qualities of the agricul- 
tural entrepreneur. In the discussion of these factors, the law of 
diminishing returns of necessity occupies an important place. The 
chief objective of all economic effort of the farmer is to obtain 
the highest and most lasting profits possible. To obtain this goal, 
the application of capital and labor must, according to the author, 
be carried to a point where the net return per unit of input of labor 
and capital has decreased to such an extent as to just pay the 
interest at customary rates for the least unit of input used. This 
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degree of intensity, according to Brinkman, will yield the highest 
possible net profit above expenses and interest, or the highest 
possible land rent. ‘‘This,’’ he states, ‘‘is a goal of all farm opera- 
tion, and not net profit in the customary sense.”’ 

Considerable space is devoted to the discussion of economic loca- 
tion of the farms as a factor of intensity. Economic location is a 
function of local prices for farm products and the local price level 
for goods and services purchased by farmers. ‘“The price spread 
between the product and expense, or the relative price level of 
production goods, is then a determining factor in the optimum 
degree of farming intensity because the greater this spread the 
higher is the degree of intensity at which, according to the law of 
diminishing yield increase, the money values of marginal output 
and marginal input balance.” 

The natural location, as distinguished from the economic loca- 
tion, is conditioned by the nature of the soil and climate and all 
those characteristic qualities which are significant in the success- 
ful cultivation of the soil. In discussing this factor the following 
question is raised: “‘Is there a universally applicable law in the 
sense of a functional relationship between soil productivity and 
farming?"’ The author reaches the conclusion that such a law 
does not exist, although it is recognized that natural conditions 
do influence the degree of intensity, but only as they have definite 
economic significance. Natural conditions alone cannot and do 
not determine the degree of intensity. 

Two things are of paramount importance in a progressive society 
in determining the optimum expenditure of labor and capital in 
farming: (1) increase in the demand for agricultural products and 
(2) improvements in technique. Increase in demand may result 
from (a) increased population, and (b) increase in consumption 
per capita. Improvements in technique may result from (a) 
technique in general (External Economics) and (b) the technique 
of agricultural production (Internal Economics). There is an 
interesting and constructive discussion as to how increase in 
demand brings about an increase in intensity. In the main, an 
increase in demand causes agricultural products to be produced at 
greater distances from market. This tends to increase the spread 
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between the gross value and production costs, which in turn 
determines the degree of intensity. " 

The author discusses in an able manner the relation of the per- 
sonal character of the entrepreneur to intensity of culture. It is 
not a discussion of the likes and dislikes of the entrepreneur but 
rather with his ability to obtain profits from the enterprise. The 
entrepreneur may affect conditions in a number of ways. It may 
be through his ability to obtain greater differential returns or 
because of his ability to obtain higher prices for his products on 
one hand or his cost factors at a somewhat lower level on the 
other, the choice of enterprise combinations, prompt and timely 
adjustments of enterprise combination, etc. All entrepreneural 
characteristics, whateve: they may be, combined with the other 
factors condition the degree of intensity. 

In the third and final chapter, Brinkman struggles with the 
difficult problem of the organization of the farm as a whole. 
Systems of farming, or distinctive combination of farm enter- 
prises, are the resultant of two sets of forces. Those which tend 
to direct production into special channels or the concentration of 
the factors of production in the production of few enterprises. 
And, second, those which tend to diversify production. It is the 
interaction of these two sets of forces which determine what 
system of farming will prevail in a given locality. The peculiar 
combination of enterprises which exists at any given time is 
affected by the relationship among enterprises (internal) which are 
available actually or potentially in a given area. The enterprise 
combination is affected also by the soil and other natural conditions 
of the farm, and by the personal qualifications and aptitudes of the 
entrepreneur. The discussion of the combination of enterprises 
is stimulating and interesting. Those who are familiar with the 
writings of C. L. Holmes and J. D. Black will find that Brinkman 
covers practically the same ground but in a somewhat different 
manner from these two American writers. Brinkman’s discussion 
of the effect of distance or transportation cost on the system of 
farming is presented in more detail than will be found in the works 
of most modern writers on this subject. 

The book must be considered a contribution to the science of 
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farm management. Although it is theoretical in character, the 
reviewer has a feeling that Professor Brinkman has had consider- 
able farm experience or has devoted considerable time to making 
keen observations regarding the practical aspects of farming. 

G. W. Forster. 


North Carolina State College of Agriculture and Engineering, 
University of North Carolina 


Personnel Programs in Banks. By Eleanor Davis. Princeton: 
Industrial Relations Section, Princeton University, 1935. Pp. 
56. $1.00. 

Personnel Programs in Department Stores. By Helen Baker. Prince- 
ton: Industrial Relations Section, Princeton University, 1935. 
Pp. 85. $1.50. 

In Personnel Programs in Banks, Miss Davis presents in some detail 
the various personnel programs carried on by fifty banks of varying 
size located throughout the United States. 

The material presented seems to indicate that many personnel 
administration practices adopted by industry years ago are now 
finding new application in the administration of the human ele- 
ment in banking institutions. Employee training has been the 
personnel practice most widely adopted, with all of the fifty banks 
studied subscribing to the educational work of the American 
Institute of Banking. A new and growing tendency seems to be 
the adoption of plans for the financial security of employees with 
the major emphasis on group insurance and pension plans. Thrift 
and stock purchase arrangements have been unpopular. In some 
of the larger banks, medical departments are maintained for the 
purpose of giving aid to employees. Furthermore, many institu- 
tions assist in the formation of athletic clubs, hiking parties, and 
other activities which will tend to improve the relationship 
between employer and employee. 

So far as the administration of personnel relations is concerned, 
there seems to be little uniformity of practice. A centralized 
department is typical of many large banks, while smaller institu- 
tions find that better results can be obtained through executive 
committees or the delegation of this work to an executive as a part 
of his other duties. But ‘‘the trend is undoubtedly toward cen- 
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tralized control, particularly in large banks.’’ There is little 
uniformity of practice among banks with respect to the hiring and 
discharge of employees. Some institutions have adopted elaborate 
testing schemes while in others no particular procedure is followed. 
It is apparent, however, that most banks hire young employees 
with the idea of promotion when the opportunity presents itself 
and a candidate proves himself worthy. Practically all of the 
banks included in the study indicated that vacancies were filled by 
promotion wherever possible. It is important to note that few 
institutions have an established scheme of promotion. Hence, 
there still remains the opportunity for favored employees to be 
advanced over those more competent. Since this condition exists, 
its corollary is also true, é.e. that only a few institutions have 
established salary scales which are adhered to scrupulously. Of 
the banks studied it appears that formal plans of employer-em- 
ployee relationship are almost entirely lacking, and collective 
bargaining does not exist. 

While the material presented in this monograph is a contribution 
to the literature on the subject, it cannot be considered conclusive. 
To draw general conclusions from a study of only fifty banks would 
be hazardous, especially as the names and locations are not given. 
The study would be more acceptable if the reader could know the 
source of the material. 

The personnel programs of fifty department stores located 
throughout the United States and Canada serve as the basis for 
discussion in the monograph on Personnel Programs in Department 
Stores. These stores vary in size, employing from 160 to 13,000 
workers. 

Personnel administration is found in most department stores. 
The personnel activities are generally centralized in one individual 
or department, and the procedures revolve around two central 
practices—employment and training. These programs also fre- 
quently include specific plans for the payment of wages and the 
maintenance of salary standards; the establishment of methods for 
the regularization of employment and discharge; and the promo- 
tion of activities intended to improve the health of the employees. 
In addition many programs contain employee benefit and insurance 
plans, savings and loan plans, and occasionally employer-employee 
relations schemes. 





84 BOOK REVIEWS 


Many department stores have changed their personnel programs 
considerably during recent years. New developments in employ- 
ment procedure are the establishment of age limits beyond which 
an individual will not be hired and the requirement of higher 
educational qualifications. Personnel officers have also begun 
“‘to realize the necessity for new or improved policies in dismissal 
compensation, unemployment benefits, and retirement annuities." 
Furthermore, there seems to be a definite trend toward the estab- 
lishment of employee credit unions and toward an awakening on 
the part of employers to the fact that workers are interested in 
having a voice in management. Employees’ interest in manage- 
ment is too new, however, to be able to discover the form it will 
take, but in those stores where employer-employee councils or 
associations have been established, the results appear to have 
been favorable. 

Since personnel programs have long been established in depart- 
ment stores, it is believed that the material presented in this study 
represents the practices generally employed. Hence, the programs 
outlined and the trends indicated can be considered as typical of 
department stores throughout the country. A valuable feature of 
the monograph is the inclusion of the name and location of each 
store from which information was obtained. 

The Citadel Harry G. BrarnarpD. 


Lectures on Political Economy. Volume II—Money. By Knut Wick- 
sell. Translated from the Swedish by E. Classen. New York: 
Macmillan Company, 1935. Pp. vi,238. $2.25. 

This translation makes available to American readers a work 
which, although written before the World War, provides a differ- 
ent and interesting approach to the study of money and credit. 
The book is not a complete and comprehensive treatment of the 
subject suitable for beginning students, although it was meant 
for a textbook. The first two chapters, which deal with elemen- 
tary concepts, appear to be a transcription of lectures with little 
modification or integration. Certain points are discussed com- 
petently and even brilliantly, while others are treated superficially 
or are omitted altogether. Probably the only distinctive feature 
of these chapters is a brief discussion of the evolution of Swedish 
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currency. The discussion of Indian currency (p. 44) indicates 
that the author did not clearly understand the principles of the 
gold exchange standard. 

Chapter three is devoted to a discussion of the velocity of circu- 
lation of money and credit. The author approaches the subject 
by a consideration of the cash balances held by individuals and 
firms, and shows that commercial progress and the use of credit 
result in a continual increase in velocity. A consideration of the 
‘Ideal Bank’"’ or pure credit system occupies the greater part of the 
chapter. It is pointed out that three obstacles prevent the realiza- 
tion of this ideal, especially where the currency is based on gold: 
(1) small payments; (2) international payments; and (3) the in- 
dustrial use of gold. 

In the fourth and concluding chapter, which covers almost one- 
half of the book, the author attacks his principal problem; the 
exchange value of money. His approach here is quite different 
from that of most English and American writers. Instead of 
dealing with volumes and velocities of money and credit, reserves 
and lending capacities of banks, and other similar concepts, he 
deals always with the demand for the factors of production and 
the manner in which this demand is affected by various develop- 
ments. After a brief discussion of index numbers, he reviews and 
criticizes several theories of the value of money, giving special 
attention to the quantity theory and the cost of production theory. 
In developing his own theory, he first considers the relation be- 
tween interest rates and prices. After criticizing the views of 
Ricardo and Tooke, he attempts to prove (p. 185) that a low 
interest rate induces higher prices. Considering the fact that his 
whole theory rests upon this premise, his analysis at this point is 
neither as complete nor as convincing as might be desired. 

He next develops his concept of the natural rate of interest, 
which is (p. 193) ‘“The rate of interest at which the demand for loan 
capital and the supply of savings exactly agree....’’ He then 
proceeds to show that a bank rate below this natural rate will 
cause a rise in prices, and vice versa. His final conclusion (p. 210) 
is that there are only two essential causes of changes in the price 
level: (1) changes in the production of gold; and (2) a bank rate 
which is different from that natural rate. In connection with the 








86 BOOK REVIEWS 


first cause, he expressed a fear of rising prices due to excess supplies 
of gold, and suggested as a remedy the procedure which Norway 
and Sweden followed in the early years of the War. His general 
attitude toward a monetary standard is indicated by his conclusion 
(p. 22.4) that ‘‘As an independent measure of value . . . bank money 
is undoubtedly the ideal which currency standards should endeavor 
to approach.”’ 

In a note to Chapter four the author enunciates, but supports 
very inadequately, the theory that crises in the trade cycle are 
caused by a scarcity, rather than an overabundance, of consumers’ 
goods. 

This work is of real value in that it directs attention to the 
relation of interest rates and capital accumulation to the value of 
money and the business cycle. But some of its analyses and many 
of its assumptions would have to be examined critically, and 
perhaps modified, before they could be accepted. 

Duke University. B. U. RatcHrorp. 


State Taxation of Banks. By John Brooks Woosley. Chapel Hill: 
University of North Carolina Press, 1935. Pp. 133. $2.50. 
Professor Woosley has been known for a number of years among 

students of taxation as the author of the best study of state bank 

taxation in American literature. However, his comprehensive 
volume prepared several years ago has remained unpublished. 

Moreover, it has been completely ignored by some students of the 

subject, owing presumably to its relative inaccessibility. The 

present monograph, which is a condensed and up-to-date version 
of the earlier report, will therefore be especially welcome to all 
state tax officials and other students of the bank tax problem. 

This volume, though comparatively brief, is marked by a compre- 

hensiveness and a maturity of viewpoint which is only partially 

achieved by authors of other recent publications dealing with 
kindred material; although one or two of the latter have made 
valuable contributions. 

The monograph begins with a statement of the bank tax problem 
and follows with a discussion of the legal and statutory evolution 
to the present time. There is then a consideration of proposed 
changes in the federal law authorizing the taxation of national 
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banks. The next several chapters deal with the methods by which 
banks may be taxed and are taxed at the present time: income 
taxes, excises measured by income, and share taxes. The two 
final chapters concern the relative tax load of banks and other 
classes of property and a plan for improving the present unsatis- 
factory situation in the bank tax field. 

After his comprehensive study of the situation, Dr. Woosley 
arrives at the conclusion that the share tax is the method most to 
be desired. While emphatic in his conclusion, he does not think 
states and their subdivisions should be left free to impose such 
taxes without limitation, but suggests that the rate should be 
limited by federal statute, perhaps to $1.50 a hundred dollars for 
all purposes, state and local. The reasons for the conclusion are, 
seemingly, partly legal, partly fiscal and partly economic. He 
does not specifically state this, but the analysis presented leaves 
this impression and conveys the notion that in the author's mind 
legal and fiscal expediency are paramount considerations. He also 
emphasizes relative equality of the bank tax load with the tax 
load on other kinds of property. 

University of Kentucky. James W. Martin. 


Union-Management Codperation in the **Stretch Out.’’ By Richmond 
C. Nyman and Elliott Dunlap Smith. New Haven: Yale 
University Press, 1934. Pp. xi,210. $3.00. 

The essential feature of union-management coéperation is found 
in the formal acceptance by labor organizations of a measure of 
managerial responsibility, especially in relation to production 
costs. This clearly introduces a new element into the usual 
processes of accommodation inherent in any collective bargaining 
procedure. In the present study, which is part of a larger inquiry 
into the problem of human adjustment to technological change, 
the experience with union-management codperation at the Naum- 
keag Steam Cotton Company is minutely described. The study 
should prove instructive to those interested in union tactics, in 
the scientific management movement, or in the cotton textile 
industry generally. 

Union-management codperation at Naumkeag began in 1927— 
the union (a local of the United Textile Workers) had been recog- 
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nized for collective bargaining purposes since 1919. In 1928, in an 
effort to retain its strong competitive position in the industry, the 
company submitted a stretch out proposal to the union. The 
proposal was rejected by the workers, but the union agent, con- 
vinced that some measure of labor extension was necessary, 
suggested the establishment of a joint research body, headed by a 
competent technician, to devise acceptable job standards. On this 
basis the stretch out was carried through. The procedure followed 
and the technical and human difficulties encountered are carefully 
described by the authors. The process reduced the operating 
expenses of the company by about $200,000 annually; the labor 
force was reduced a fourth and demotions were numerous; average 
wage increases of 15 per cent were secured. Granting the neces- 
sity of the stretch out, union participation through joint research 
undoubtedly served to mitigate its severity for the workers. 

There was some discontent among the operatives, but union- 
management codperation would probably have survived had it 
not been for the depression. Production was curtailed in 1931. 
Wages were cut ten per cent in January, 1932, and, at the insistence 
of the workers, the joint research organization was disbanded. 
Another ten per cent wage reduction was imposed a few months 
later. When, early in 1933, the management, aided by the union 
officials, attempted to revive joint research as the basis for addi- 
tional labor extension, the workers struck. The strike resulted 
in victory for the operatives, who retained their union but dropped 
affiliation with the United Textile Workers. 

One effect of this experiment in union-management codperation 
was to create a gulf between the union leaders and the rank and 
file. The union officials ‘‘were closer to the management than to 
the workers they represented”’ (p. 137). This was in 1933. “‘If 
they [union officials] rescinded their acceptance of the new ‘stretch 
outs’ and supported the workers they would violate the Union's 
agreement with the Company to support the management's de- 
mands and to coéperate’’ (p. 140). This is a curious statement, 
for there was nothing in the union-management codperation 
agreement which bound the union or its officials ‘‘to support the 
management's demands’’ regardless of their nature. The point 
of view is that of the authors. They adhere, at least implicitly, 
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to the identity-of-interest theory of industrial relations. Their 
appraisal of the management proposals is rather uncritical, and 
the collapse of union-management codperation is attributed to lack 
of “‘understanding”’ on the part of the workers. 

A union exists primarily to protect its members in their jobs 
relations. The task cannot be performed successfully if the union 
officials are pushed into a position in support of the owners. This 
was the situation at Naumkeag. The reviewer doubts if union- 
management codperation can take the place of vigorous, intelligent 
collective bargaining, although there are occasions on which it can 
implement bargaining technique. 

University of North Carolina. H. M. Dourty. 


Rural Households, Relief and Non-Relief. By Thomas C. McCor- 
mick. Washington: Works Progress Administration, 1935. 
Pp. 141. 

This factual survey is “‘designed to show in what ways, if any, 
and to what extent, the rural households receiving public emer- 
gency relief in October, 1933, differed from their nearest neighbors 
who had not received relief."" The investigation was conducted 
in 47 counties in 19 states in the 13 major agricultural areas of the 
United States. Approximately 5,600 rural relief families were 
included. The control group of non-relief households was 
selected by taking, for each relief family studied, the two nearest 
non-telief neighbors. A number of differences between the two 
groups were found, although for every trait measured considerable 
overlapping occurred. Had the study been made at a later period, 
the same results possibly might not have appeared in every in- 
stance, for as the depression period lengthened many persons of a 
higher socio-economic level were forced on relief. 

Compared with non-relief families, relief households (1) showed 
greater instability of residence, (2) averaged one person more, (3) 
had younger heads, (4) contained over a third more children under 
15 years of age, (5. contained a larger percentage of females, (6) 
had less formal education, especially in the older age groups, (7) 
averaged 2.6 dependents per worker, whereas non-relief families 
averaged 1.7 dependents, (8) operated smaller farms, (9) owned 
less cows, poultry, and workstock—34 per cent of non-relief fami- 
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lies were without any workstock compared with 18 per cent of 
non-telief households, (10) were more generally indebted, (11) 
earned only a third as much per month—$26 compared with $82. 
This last statement refers only to male heads other than farm 
operators. It is interesting to note that the same proportional 
level of earnings was found to be approximately true in October, 
1923, and October, 1928, although some doubt may be entertained 
as to the accuracy of the figures given since the investigators relied 
upon the memory of their subjects. 

The study is a useful one from the standpoint of its designed 
purpose. It is especially valuable in providing detailed informa- 
tion concerning the earnings, occupations, indebtedness, acreage 
and livestock ownership, education, and household composition of 
both relief and non-relief families. In addition to this, many 
significant comparisons between Whites and Negroes and between 
the various agricultural areas are brought to light. 

Chapel Hill, N. C. EstHer Morris Douty. 


Public Utility Regulation and the So-Called Sliding Scale. By Irvin 
Bussing. New York: Columbia University Press, 1936. Pp. 
174. $2.75. 

This volume of the Columbia University Studies in History, 
Economics and Public Law deals with the so-called sliding scale 
method of regulating public utility rates as a means of encourag- 
ing efficiency in management, with special reference to the Wash- 
ington, D. C., variant. The sliding scale is defined (p. 12) as 
“any form of regulation in which the profit allowed increases or 
decreases in proportion as prices decrease or increase.’ As em- 
ployed in Washington, this type of control provides for a gradual 
reduction of rates by using annually, after the first year, until 
absorbed, a stated portion of earnings in excess of a basic return on 
an established rate base. Super-normal earnings are retained 
entirely by the stockholders the first year, as a reward for effi- 
ciency, but such earnings tend in time to disappear as successive 
price reductions are made. If the rate of return consistently falls 
below “‘normal”’ the Public Utilities Commission is under obliga- 
tion to increase prices. The provisions of the plan are set forth 
in an agreement between the Commission and the Potomac Electric 
Power Company. 
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Although the author's primary interest is stated to lie in an 
analysis of the Washington sliding scale, only two of the chapters 
(VIII and IX) are devoted directly to this topic. Chapter I is 
introductory and summary. Chapters II and III consider in order 
the sliding scale among gas companies and in the electric industry 
in Great Britain, where the plan has been used for eighty years. 
Chapter IV describes Toronto’s experience; Chapter V that of 
Boston; Chapter VI that of Dallas; and Chapter VII that of Con- 
nersville, Memphis, Philadelphia, Houston, and Detroit. Chap- 
ter X is a critique of the sliding scale in general, which calls atten- 
tion to four of its major weaknesses. 

The reviewer was impressed with the inconclusiveness of the 
analysis. Apparently about all one can say for the sliding scale, 
after reading the book, is that it would be an effective means of 
control if it could be made to work. The Preface (p. 5) implies 
that the sliding scale is to be credited in Washington, D. C., witha 
substantial decrease in rates and liberal company profits, but the 
study does not justify this conclusion. The Potomac Electric 
Power Company enjoys no significant advantage with respect to 
load factor, population and customer density, or taxes; has re- 
duced the debt ratio; has maintained its property well; and is on 
good terms with the public. But on the other hand, Washing- 
tonians are on a relatively high level of economic well-being; the 
company’s operating ratio is high; and the Public Utilities Com- 
mission has established a record of effective regulation. In 
addition, the threat of public ownership has been ever present. 
The price of electricity in Washington is low, but in the author's 
own words (p. 161) ‘‘so also is the price of manufactured (sic) 
gas. Yet there is no sliding scale arrangement applicable to the 
gas company of Washington.’’ Moreover, the results of the 
sliding scale do not appear to be particularly notable in Great 
Britain (pp. 29-35; 62-63); in Toronto (p. 69); in Boston (pp. 
84-86); in Dallas (pp. 89-90); and in the other cities studied. It 
is difficult, of course, to isolate the effects of experiments of this 
kind, as the author perceives. 

In reviewing the experience with the sliding scale in its different 
forms this is a valuable and timely study. Further analysis, how- 
ever, is called for. Several important accompanying problems, 
among others the establishment of standards of efficiency and the 
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penalizing of inefficiency, need more consideration than here 
given. The possibilities of stimulating efficiency under com- 
mission control, without formalizing the arrangements, also might 
well have been examined. 

University of Florida. TruMan C. BicHaM. 


National Economic Security. By Arthur B. Adams. Norman: 
University of Oklahoma Press, 1936. Pp. 268, appendices, 51 
pp. $2.50. 

What is economic security? Are these words mere New Deal 
jargon? For the average contemporary being economic security is 
an elusive, earnestly sought for goal. Specifically and tangibly it 
is the continued assurance of an income. Deprived of an income 
by unemployment, sickness or old age, the average worker today 
suffers from ravaging insecurity. Moreover, the loss of individual 
incomes undermines national economic security. If security, 
individual or national, is to be had, the government must insure 
that sufficient consuming power flows from hand to hand to pro- 
vide economic balance. 

At present, Dr. Adams finds, two fundamental economic dif- 
ficulties—unemployment and the unequal distribution of income 
—cause (1) widespread individual insecurity and simultaneously 
(2) national insecurity. The same difficulties which destroy the 
security of the individual are the root causes of national economic 
insecurity. The net result, this author writes, is that ‘‘we have 
idle factories and reduced national production because the masses 
of people do not have enough money to buy the goods which our 
industrial system is capable of producing.”’ 

The New Deal has sought to increase consuming power. With 
this objective Dr. Adams is in hearty accord. He believes that 
we must make buyers out of the millions of unemployed. He 
believes that small income receivers must be made better customers 
if general prosperity is to prevail. Yet the Rooseveltian methods 
of attaining this goal are roundly berated. Relief, public works, 
social insurance, the AAA and the NRA are merely palliatives. 
They do not eliminate the causes of insecurity. 

Dr. Adams’ remedy for the national economic ills includes eight 
proscriptions. Reduce the hours of labor in industry to thirty. 
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Increase the earnings of industrial laborers. Eliminate monop- 
olistic control over prices and the volume of production. Pro- 
vide for the federal incorporation of business enterprises and pro- 
hibit the organization of holding companies. Increase the real 
incomes of farmers by adjusting production to market demand. 
Reduce interest and re-finance debts in relation to current property 
market value. Make the high income receivers bear the brunt of 
supporting the government. Reduce or destroy large fortunes by 
progressive inheritance taxes. Together, Dr. Adams declares, 
these proscriptions will increase consumers’ purchasing power. 
“Only thus,’’ he insists, ‘‘can a lasting industrial balance be 
restored."’ 

The merit of the volume lies in its description of the manifold 
activities government may be led into, when it undertakes to 
maintain prosperity for all. Yet advocates of increasing social 
control of economic activity will object that Dr. Adams has 
poorly stated the case. Disciples of laissez faire will brand his 
proscriptions as a nightmare, rather than a remedy for economic 
ills. 

University of Richmond. Joun J. Corson, 3RD. 


William Mahone of Virginia. By Nelson M. Blake. Richmond: 

Garrett and Massie, 1936. Pp. 300. $3.00. 

William Mahone (1826-1895), engineer, soldier, railroad 
builder, and politician, was one of the most colorful Virginians 
of all time. Dr. Blake’s biography is, hence, the story of a 
dynamic personality who moulded Virginia's economic and polit- 
ical growth. Yet it is more than that. It is, also, the saga of 
a railroad builder and the roads he built. 

Mahone entered the railroad industry in 1847 after graduating 
from the Virginia Military Institute. He was first a surveyor for 
the Orange and Alexandria. After three years he forsook this 
post to become chief engineer of the Fredericksburg and Valley 
Plank Road company, then an important rail competitor. A year 
later he became chief engineer of the Norfolk and Petersburg 
railroad. 

The Civil War interrupted Mahone’s railroad career. As a 
soldier, however, his prominence grew apace. He became a 
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major-general, and won distinction in the Battle of the Crater. 
At the close of the War he turned again to railroading. As its 
president he strove to consolidate the Norfolk and Petersburg with 
the Southside, the Virginia and Tennessee, and the Virginia and 
Kentucky railroads. His efforts were motivated, partly, by fear 
that the Baltimore and Ohio would draw freight from the West, 
through the Shenandoah Valley to Maryland markets and the 
port of Baltimore. The consolidation was effected with the or- 
ganization of the Atlantic, Mississippi and Ohio railroad in 1870, 
extending the length of southside Virginia. The depression of 
1873, despite Mahone’s valiant efforts to appease English bond- 
holders, destroyed this company. In 1881 these properties were 
sold by receivers and were reorganized into the present Norfolk 
and Western railroad. 

A penchant for politics combined with the depression of the 
7o’s to bring Mahone added ill-fortune. Conditions of virtual 
bankruptcy gave birth to clamor for readjustment of the Virginia 
State debt. Mahone who had entered politics in 1869 assumed 
the leadership of the ‘‘Readjusters’’ in the conflict with the con- 
servative ‘‘Funders."’ The debt was readjusted. Mahone was 
elected U. S. Senator and became the State’s dominant political 
figure. Yet his political activities in merging the ‘‘Readjusters”’ 
with the Republicans against the Democrats made Mahone the 
worst-hated man in Virginia during the decade preceding his 
death 1895. 

Dr. Blake set out to write a history of railroad development in 
Virginia. Finding a veritable mine of material concerning the 
life of General Mahone, the leading figure in this State’s railroad 
history, he abandoned his original for a personal project. As a 
biography this volume is not important. Yet as a contribution 
to the economic history of Virginia from 1850 to 1880 this volume 
is eminently valuable. 

University of Richmond. Joun J. Corson, 3RD. 














NOTES 


RECENT CHANGES AFFECTING MORTGAGE RISK IN 
SEVENTEEN GEORGIA TOWNS 


A study of seventeen Georgia towns for the purpose of assisting 
the Georgia office of the Federal Housing Administration in the 
program of guaranteeing mortgages on residential property has 
disclosed a number of facts and a variety of tendencies that are of 
interest to economists generally as well as to those particularly 
concerned with problems of urbanization and methods of measur- 
ing mortgage risk. Since relative economic stability of residen- 
tial areas is one of the important factors considered in determining 
the degree of risk involved in underwriting mortgages, particular 
attention was given to population trends, sources of income of 
the inhabitants, and local business conditions, as well as to such 
narrower features as the real estate market, the situation with 
respect to housing, and the tax burden. 

One of the findings was the tendency of the population of these 
smaller cities and towns to rise during the depression years—even 
though it had been declining in a number of them during the 
1920's. Apparently such places offered ‘‘havens of refuge’’ to 
many who had previously migrated to larger centers only to lose 
their jobs during the depression. During the past year the trend, 
judged by enrollment in the elementary schools, is again away 
from these towns.’ 


1 This program is authorized by Title II of the National Housing Act. This Title requires 
that the risk involved in guaranteeing each mortgage be rated according to a special method 
devised for the purpose. The following factors are given special consideration: the bor- 
rower, the property, the location, and the relation of the property to its surroundings. The 
rating of location involves the following factors: relative economic stability; protection 
from adverse influences; adequacy of transportation; need for housing; appeal; sufficiency of 
utilities and conveniences; adequacy of civic, social, and commercial centers; level of taxes 
and special assessments; and topography and special hazards. Of these, the first item counts 
40 per cent, the second 20, the third 10, and the remainder 5 each. (See Underwriting Manual, 
Federal Housing Administration, Part II, Section 2.) 

2 The ratio of elementary school enrollment to the 1930 population as given by the Census 
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Towns with less than 1,000 inhabitants tended to have smaller 
populations in 1935 than in 1920, while the small cities with 
populations of 2,500 or more in 1920 are now somewhat larger 
than they were at that time. Apparently improvements in the 
road systems during the past two decades have undermined the 
position of the smaller places as trading centers. 

Negroes constitute about one-third of the inhabitants in the 
towns studied, the proportion varying from 15 to 60 per cent. If 
school enrollment figures can be used as a guide, the recent popula- 
tion increases have been due to a growth in the number of White 
people to a greater extent than to increases in the number of 
Negroes. 

All of the towns except one are dependent principally upon 
trade with the surrounding farm areas for their economic support. 
One of them relies chiefly upon a leather and shoe factory that 
employs about 60 per cent of the working population. 

In nearly all instances trade with surrounding farm areas varies 
with the prosperity of cotton farming. Much of this trade is on 
a long-term credit basis. As has already been noted, a number of 
the smaller towns have been losing trade to larger cities since 
better transportation has been made available. It is highly prob- 
able that these will continue to decline in economic importance 
in the future. On the other hand, as is probably also true of 
similar-sized towns in other parts the South, a considerable por- 
tion of the White population in a number of these places is com- 
posed of people who own nearby farms but live in the towns. 
To some extent this is also true of those who are employed on 
farms. Consequently, it does not appear likely that most com- 
munities of this sort will pass completely out of existence, al- 
though they may well become of less economic importance. 

Postal receipts indicate chat business activity declined appreci- 





was computed in each case. The resulting factor was then multiplied by the elementary 
school enrollment for each year since that time. This method has been used rather widely 
and is based on the assumption that a constant relationship will exist between the number 
of children in school and the number of total inhabitants. This is not always true and during 
the depression years there may have been a tendency to keep children in school because they 
could secure no employment. On the other hand, this will be offset, in part at least, by the 
decline in the birth rate. Conferences with local people generally indicated that the estimate 
appeared to be reasonable. 
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ably from 1929 to 1932 and 1933. Since then, there has been a 
healthy revival of business. 

In only two towns examined is the market for local real estate 
wide enough to provide reasonable stability of property values. 
There is no active real estate market in any of the other places, 
even in prosperous times, and it is never easy to dispose of property. 
Because of this factor, it is difficult to estimate present real estate 
values. Very few transactions have occurred within the past 
year and only the roughest sort of guess can be given regarding 
conditions in a local real estate market that hardly exists. In 
the two larger places there is a fairly good market for properties 
selling for $4,000 and less. In the others, houses valued at more 
than $3,000 can be sold only with difficulty. The average value 
of residences in all of these towns is probably around $2,500, with 
the average being slightly greater in the two larger places, but 
from $500 to $800 less in the others. It should be noted that a 
considerable portion of the residences in all of these communities 
are of a very poor type, many of them being valued at less than 
$1,000 and a number being worth $500 or even less. 

A limited market for higher priced residences is available in each 
town. There is always a small group of local business and pro- 
fessional people who demand good homes. In a few cases rather 
elaborate houses have been built by people in the higher income 
groups. Of course, there is virtually no market for such property 
—its sale would always necessitate heavy sacrifices. 

None of these towns has enacted zoning ordinances and there 
appear to be no deed restrictions in force. The most important 
protections against blighting influences are the customs and tradi- 
tions of the people and the fact that the rate of growth is slow. 
Lack of legal protections is not as serious a factor in increasing 
mortgage risk as in larger cities where changes take place with 
greater rapidity. 

Rents are low. Some of the residences occupied by Negroes rent 
for as little as $2 and $3 per month. Very few of the houses 
occupied by people of this type rent for more than $10 or $12 per 
month. Typically, the rents for residences occupied by Whites 
range from $10 to $30 per month. Average rents for towns of 
this size are approximately $20 per month, although there are 
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wide variations—in the very smallest towns rents of $12 and $15 
per month are considered average. 

Rentals are about the same as they were during the lowest 
period of the depression. Since the local real estate market is 
limited and there is little effective competition, such charges tend 
to become almost customary in nature and do not adjust them- 
selves to changed conditions with the same rapidity as in larger 
cities. 

There is a definite need for better Negro residences in communi- 
ties of the type studied but the income scale of the Negroes will 
not support more adequate housing facilities under existing con- 
ditions. Few such properties can be considered eligible for mort- 
gage guarantees according to provisions of the National Housing 
Act. Any improvement of the housing conditions of the Negro 
group will probably necessitate substantial subsidies. 

Apparently there is a shortage of houses of the type occupied by 
the higher income groups in these towns. This condition is being 
remedied gradually, however, since twelve of these towns report 
some building during the past year. Nearly all of the new houses 
cost $2,000 or more. Likewise a need exists for a considerable 
amount of repair work. Many of the houses are in poor condi- 
tion. The people tend to neglect painting and repair. The 
Federal Housing Administration’s modernization and repair pro- 
gram has corrected this condition only to a limited extent. 

Tax burdens vary widely. The city rates range from $0.50 to 
$2.25 per $100 of assessed value. There is little similarity of 
assessment practices. The percentage of ‘‘true’’ value at which 
properties are assessed varies from 35 to 100, the most typical 
ratio being about 60 per cent. 

Only two of the towns have no bonded indebtedness. The 
debt of the others ranges from $4,000 to nearly $270,000. The 
per capita debt* varies from $4.00 to $77.10. In some cases the 
retirement of debt and interest charges account for as much as 
one-half of the current tax burden. 

Numerous other factors may be mentioned briefly. None of 
these towns has or needs internal transportation facilities. All 
but one have water systems, providing this service in most cases 


* The 1930 population was used in computing these figures. 
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for a minimum charge of $1 per month. Sewers are available in 
all communities except three. All have access to electricity and 
to telephones; charges for such services are not out of line with 
the rates applied in many other towns and Cities. 

There are few paved streets except for the highways that run 
through these towns. Such traffic arteries often present special 
hazards and decrease the desirability of residences located near 
them. 

Two of the towns present topographical hazards because the 
residential areas are located on very hilly ground where the soil 
tends to erode rapidly. The absence of paving accentuates the 
problem. 

None of these communities has parks or playgrounds, but the 
need for such facilities is not great. Only a few have community 
centers of any kind. All of the residential areas have access to 
schools, churches, and shopping centers, although these vary 
considerably in quality—frequently within the same town. 

It is interesting to remember that many insurance companies 
and other lending agencies typically follow the policy of not 
financing the purchase of residential properties in cities with fewer 
than 5,ooo inhabitants. The factors and tendencies outlined above 
indicate that there is considerable risk in lending money and in 
guaranteeing mortgages in the smaller cities and towns. 

Georgia School of Technology. ArtTuur M. Weimer. 


THE SOUTHERN SOCIOLOGICAL SOCIETY 


Under the presidency of E. T. Krueger the Southern Sociological 
Society held its first annual meeting at Atlanta, Georgia, April 
17-18, 1936, with 181 in attendance from ten states. Sixteen 
papers were read at five sectional meetings and a luncheon meet- 
ing was devoted to discussion of the proposed Bankhead-Jones 
Tenant Farms Bill. In addition, Robert E. Park spoke informally 
on ‘Social Change and the News” at the annual dinner. Com- 
mittees were authorized by the Society (1) to study the status of 
sociology in institutions of higher learning in the area, (2) to 
study the problem of the growth and place of sociology in secon- 
dary education, (3) to take an annual inventory of research in 
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progress in the South and to report on possible steps to encourage 
further sociological research. 

The following officers were elected for the new year: Wilson 
Gee, University of Virginia, President; H. C. Brearley, Clemson 
College, First Vice-President; Rhoda Kaufman, Family Welfare 
Society of Atlanta, Second Vice-President; Rupert B. Vance, Uni- 
versity of North Carolina, Secretary-Treasurer; Dean Fred C. Frey, 
Louisiana State, and Harry Best, University of Kentucky, were 
elected to the Executive Committee. Birmingham was selected as 
the next place of meeting with the University of Alabama and 
Birmingham-Southern College as joint hosts. 

University of North Carolina. Rupert B. Vance. 











STATE NEWS 
FLORIDA 


Among significant events in Florida during recent months was 
the Rollins College Economic Conference, February 2-4, in Winter 
Park; the Conference on Local Government in Florida, April 10-11, 
in Gainesville; and the Meeting of the Florida Association of 
Colleges and Universities, April 24-25, in Winter Park. 

The Economic Conference at Rollins College was well attended 
and many significant and pressing economic problems were dis- 
cussed. Dr. Samuel M. Lindsay, of Columbia University, and 
Dean Walter J. Matherly, of the University of Florida, addressed 
the general session. Round Table discussions were held on the 
following topics: 

Problems in Public Finance—Dean A. D. Enyart, Chairman. 

‘The 1935 Federal Tax Law.’’—Dr. R. M. Haig, Leader. 

Social Security—Dr. E. L. Clarke, Chairman. ‘‘Social Security 
Legislation’’—Dr. S. M. Lindsay, Leader. 

Marketing Problems—Professor Biddle, Chairman. ‘‘Legal and 
Illegal Price Maintenance’’—Dr. E. R. A. Seligman, Leader. 
‘‘Internationalism vs. Nationalism in Trade’’—Mr. John 
Martin, Leader. 

Government Ownership and Control—Professor R. W. France, 
Chairman. ‘‘Government Ownership and Control, with 
Special Reference to Railroads’’—Mr. W. J. Wilgus, Leader. 

The Conference on Local Government in Florida was sponsored 
by the Sub-Committee on Political Education of the Committee 
on Policy of the American Political Science Association. Its 
agenda included the following topics: County Government and 
Its Problems; City Government and Its Problems; Special Local 
Government Problems; and, Consolidation of Local Units. Par- 
ticipating in the conference were representatives from colleges in 
Florida, Alabama, Georgia, and South Carolina, as well as govern- 
mental officials and private citizens. 
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The third annual meeting of the Florida Association of Colleges 
and Universities discussed: the nature of Florida’s educational 
resources; codperative use of local advantages of Florida institu- 
tions, with special reference to geographical, climatic, personnel 
and equipment, and social and economic factors; the quarter 
system; the codperative possibilities in exchange professorships; 
and the Florida Academy of Science. The last named is an or- 
ganization founded this year to provide opportunities for discus- 
sion, research, and study in the physical sciences. 

University of Florida. Ro.anp B. Eutster. 


GEORGIA 


Since the beginning of the present year, Governor Talmadge has 
operated the state government without a legislative appropriation 
act. As noted in the January issue of The Southern Economic Journal, 
the legislature failed to enact a general appropriation bill at its 
last session, although the state constitution provides that no 
money shall be paid out of the state treasury without an appropria- 
tion made by law. As the Governor has refused to call a special 
session of the legislature, he has maintained what has aptly been 
termed one-man control of state finance. 

By a proclamation issued in the middle of February, the Gover- 
nor designated appropriations for the current year and ordered the 
state treasury to allot the funds as prescribed. The state treasurer 
and state comptroller refused to authorize the allotments in the 
absence of a legislative appropriation act. These officials were 
summarily suspended by the Governor and de facto successors were 
appointed. Since the action was taken under a law that permits 
the Governor to suspend these officials under certain conditions, 
such as insanity, gross neglect of duty, conduct hazardous to the 
public funds, et cetera, Mr. Hamilton, the ousted treasurer, contested 
his suspension and admonished the state depository banks not 
to pay out any state deposits against checks drawn by his de facto 
successor who, he claimed, had no legal authority to disburse 
state funds. The securities placed with the state by depository 
banks had previously been impounded at the Federal reserve bank 
in Atlanta by Mr. Hamilton. Several important depository 
banks, principally in Atlanta, refused to honor checks drawn by 
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Mr. Hamilton's successor and entered proceedings in the courts 
to obtain a ruling identifying the legal state treasurer. 

The Superior Court enjoined the banks, Mr. Hamilton, and the 
incumbent de facto treasurer from paying out any funds except 
under lawful appropriation or allocation. The case was appealed 
to the Supreme Court and the latter to which Governor Talmadge 
was enabled to appoint a temporary majority as a result of the 
disqualification of four of the regular judges whose relatives held 
bank stock, reversed the decision of the lower court. The Su- 
preme Court ruled that Mr. Hamilton's successor was the legal 
state treasurer until the General Assembly at its next meeting 
should determine the issue and that the banks should honor checks 
drawn against state deposits. The banks complied and, in addi- 
tion, paid to the state a special interest levy on the funds they 
had impounded. This decision led the Governor to threaten 
drastic action against the gasoline companies, which had delayed 
payments of gasoline taxes pending the outcome of litigation. 
The Governor's threat brought results. However, the basic 
question whether the Governor has any legal right to operate the 
state without an appropriation act was not determined in the 
foregoing decision. 

Nor is it certain, at the time of writing, that the question of the 
legal status of the present de facto treasurer is settled. Mr. Hamil- 
ton declares that it is not, and has intimated that he will begin 
further court action, hoping to obtain a ruling handed down by 
the full panel of regular Supreme Court judges. Several other 
cases are pending before the Supreme Court, one of which was 
appealed by Mr. Steve Nance, president of the Georgia Federation 
of Labor, who seeks an injunction against payment of funds from 
the state treasury in the absence of an appropriation act. 

The situation has become the center of various political ma- 
neuvers, especially Governor Talmadge’s opposition to the New 
Deal. The opponents of Mr. Talmadge have seized the oppor- 
tunity toembarrass him. Federal road funds allocated to Georgia 
were withheld for a time but are now released. Members of the 
legislature have held various caucuses looking toward a special 
session of the legislature in defiance of the Governor. Newpapers 
frequently raise the cry of ‘‘dictator."" Mr. Talmadge, on the 








104 STATE NEWS 


other hand, has as frequently proclaimed that the whole affair 
was deliberately instigated by New Dealers in order to impede his 
crusade against the present national administration. 

Emory University. J. R. Huser. 


KENTUCKY 


The third special session of the Kentucky General Assembly, 
which adjourned May 9, was faced with the problem of raising 
between eleven and twelve million dollars in revenue to meet the 
deficit caused by the complete removal in regular session of real 
property taxes for state purposes and the repeal of the state 3% 
gross receipts (retail sales) tax. 

The first special session enacted into law a sweeping and com- 
prehensive reorganization act which is a fitting foundation for 
the budget act enacted by the second special session and the reve- 
nue raising acts of the third session. 

A fourth special session will be called shortly to consider 
general legislation. The following measures, among others, will 
be considered: the refinancing of the state's floating indebtedness 
which slightly exceeds $20,000,000; liquor and beer control; city 
and rural codperation with the T. V. A. in regard to distribution 
of electricity; co6peration of Kentucky in the new federal agricul- 
tural program. 

The revenue raising measures recently passed included: 

1. A consumers tax of 13 cents a pint on whiskey, $1.50 a 
barrel on beer, and 25 cents a gallon on wine. 

2. A soft drinks tax of 1 cent on each 5 cents of purchase 
price, ice cream tax of 7 cents a quart, cosmetics tax of 
20 per cent, and chewing gum tax of 1 cent on each 5 
cent package. 

3. Cigarette tax, 1 cent on each 1o cents or fraction thereof of 
purchase price. 

4. Theater admissions tax, admissions up to 11 cents exempt; 
12 to 18 cents, 1 cent; 19 to 28 cents, 2 cents; 29 to 38 
cents, 3 cents; and 1 cent additional tax for each 5 cents 
additional of admission charge; tax of 15 cents on tickets 
(whether paid or complimentary) to running races. 
(Trotting races take regular amusement admissions levy.) 
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. Annual automobile license, $1. 
. Consumers’ utility bills (electricity, gas, water, telephone) 
3 per cent. 
7. New automobile registrations, 3 per cent of standard retail 
price. 
8. A revised inheritance tax. 
. A 4 per cent corporate net income tax. 

10. A personal income tax—z2 per cent on the first $3,000, 3 per 
cent on the next $1,000, 4 per cent on the next $1,000, 
and 5 per cent on all above $5,000. Married men receive 
a $2,500 exemption and single men $1,000 exemption. 
The exemption for dependents is $400 each. 

11. Increased taxes on chain stores. The rates range from $2 
on one store to $300 on each store above fifty in number. 

Economy in administration promised by the present Governor 

during the campaign is evident from the fact that the biennial 
budget’s total is less than the last biennial appropriations. This 
is the more striking in view of the fact that the new biennial 
budget includes $5,000,000 for social security, $2,000,000 for 
physical equipment in the department of Public Welfare, $100,000 
for alcohol control, $40,000 for new registration books, $100,000 
to initiate the state’s new property insurance fund, and $309,000 
for gross sales tax refunds. (The graduated gross sales tax act 
of 1930 was declared invalid by the United States Supreme Court 
in 1935. Not to be confused with the 3 per cent so-called sales 
tax.) Moderate cuts in appropriations were made in almost all 
items but the largest economies were the result of the statesman- 
like reorganization of the governmental structure of the Common- 
wealth. 

University of Kentucky. RopMAN SULLIVAN. 
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MISSISSIPPI 


Mississippi's first comprehensive program of hard-surfaced road 
building is now being inaugurated. The most conspicuous act of 
the recent regular legislative session provides for highway im- 
provements that will cost between $42,000,000 and $44,000,000 
depending on the extent of the federal funds obtained. 

The act authorizes the sale of (1) not more than $18,500,000 of 

















106 STATE NEWS 


20-year bonds to be supplemented on the 45-55 basis by the federal 
government under the Emergency Relief Appropriation Act of 
1935, and (2) not more than $4,500,000 in 25-year bonds to be 
matched on the 50-50 basis with federal aid provided in the High- 
way Act of 1921. 

The bonds are to be secured by a pledge of 1} cents of the 6 cent 
state gasoline excise tax, with the provision that if the resulting 
revenue proves inadequate to take care of interest and principal, 
the remaining 4} cents of the tax may be called upon; but the 
bonds are not to be a direct obligation of the state. 

The federal government will purchase the bonds to yield 4 per 
cent, but there is a possibility that the state could get more favor- 
able terms on the open market. With the government's ‘‘pegged 
bid’’ held in reserve, the first $5,000,000 of 20-year serial bonds 
were offered for sale with a 4 per cent interest rate on May 14th 
and were taken by a bankers’ syndicate at a slight premium. The 
first contracts are expected to be let promptly, and the act, per- 
haps too ambitiously, calls for completion of the whole program 
within two years. 

This bond sale reflects the comparatively sound financial position 
in which the state finds itself at the opening of Governor Hugh 
White’s administration. Current quotations of other issues sup- 
port the belief that if the bonds were not callable and if they were 
backed by the full faith and credit of the state, they could prob- 
ably be marketed at a considerably more favorable rate. The 
first of the new bonds are now being offered to the public at yields 
ranging from 1 to 3.72 per cent, according to maturity dates. 


After changing the fiscal year to begin July 1st instead of Janu- 
ary 1st, the legislature adopted a biennial budget for 1937-38 
which anticipates the expenditure of $26,830,000, compared with 
$26,848,000 in 1934-35. Appropriations for education were re- 
duced from $11,399,000 to $10,478,000; the chief increases were 
$619,000 for debt service, $497,000 for public health, and $538,000 
for old age assistance. 

A cash balance estimated by the state tax commission at 
$1,696,584 was on hand when the present administration took 
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office January 1st. This amount has been appropriated for current 
expenses for the thirty months ending July 1, 1938. 

Relying on an increased volume of taxable sales, the budget 
estimates the sales tax revenue for the next biennium at $9,070,000 
compared with $7,604,000 for the last. The legislature attempted 
to settle the question of the shiftability of the sales tax by making 
it a misdemeanor for merchants to fail to collect the tax from their 
customers. It remains to be seen whether merchants in the highly 
competitive lines of business, who have shown an increasing 
tendency to absorb the burden, can be forced to pass it on. 


An old age pension act, expected to cost the state $888,889 dur- 
ing the biennium, and an unemployment insurance act were passed, 
providing for codperation with the federal government under the 
Social Security Act. 


University of Mississippi. M. K. Horng, Jr. 
NORTH CAROLINA 


Local governments in North Carolina are making good prog- 
ress in clearing up defaults on their debts. About fifty such 
units are now in process of refunding or exchanging bonds for 
this purpose. State Treasurer Johnson announced in April that 
during the preceding two years eighteen counties and twenty- 
eight cities and towns had completed refundings or exchanges with 
a total saving, over the life of the bonds, of $36,422,086. 


The Social Security Board has announced that North Carolina 
is not eligible to participate in the benefits of the unemployment 
insurance plan of the Social Security Act until further legislation 
is enacted. It is estimated that the state is losing approximately 
two million dollars per year while it remains ineligible. 


A dozen or more cities and towns in the state have held popular 
elections recently on the question of supplementing by local taxa- 
tion the funds provided by the state for the operation of the public 
schools. The state appropriates the money for an eight months’ 
term, the salary scale for teachers and administrators being rather 
low in comparison with other states. Local units may vote sup- 
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plementary funds for such purposes as salaries, a ninth month, a 
twelfth grade, and additional subjects in the curriculum. The 
great majority of these elections have turned out favorably for 
the schools. 


After a sixteen months’ legal fight, the Southern Bell Telephone 
Company and the State Utilities Commission have agreed on 
compromise rates which are estimated to save some $250,000 
annually to approximately 78,000 telephone users. 


The largest city in the state, Charlotte, has created, under a 
special act of the state legislature, a Civil Service Board of three 
members with jurisdiction over the Police and Fire Departments 
of the City. The Board has recently appointed an instructor for 
the Police Department, an expert in traffic regulation. Police- 
men are required by the Board to master a hand-book of rules and 
regulations, mastery being tested from time to time by examina- 
tions. 

Duke University. B. U. Ratcurorp. 


TENNESSEE 


With a very few exceptions, Tennessee is in position to receive 
no benefits from the provisions of the Social Security Act until 
action is taken by the legislature. Efforts of groups in the state 
for a special session have so far been unavailing, and it seems un- 
likely that action will be taken before the regular session in 1937. 
Meantime the state loses the levies of the federal payroll tax upon 
employers, 90 per cent of which may be retained in the state if 
used for an approved unemployment compensation system. An 
early statistical study by the Social Security Board indicated that 
the payroll tax in Tennessee may amount to as much as $2,750,000 
this year. Without any allowance for further recovery, the in- 
crease in rate may readily bring the amount to $5,500,000 in 1937, 
and over $8,000,000 in the following years. The number of 
workers in the state for which employers will have to pay the 
federal payroll tax appears to be well in excess of 300,000, or about 
one-third of the gainfully employed persons in the state. The 
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Tennessee Conference of Social Work, at its meeting in Knoxville 
in March, was convinced that the benefits of the Act can best be 
secured in Tennessee by the establishment of a state department of 
public welfare. A plan for such a department will be drafted by 
a committee and presented to the public through newspapers, 
radio, and clubs. 


The results of a state-wide survey of hours and wages of women 
in industry, made by the United States Women’s Bureau at the 
request of the Labor Commissioner of Tennessee, was reported to 
the Tennessee Conference of Social Work. The survey covers 
30,000 women and an almost equal number of men in 276 factories, 
stores, laundries, hotels, and restaurants. Nine-tenths of the 
women are white and four-fifths are factory workers. 

Almost half of the factories admitted an increase in hours or a 
greater elasticity in length of work week in the latter part of 1935. 
Of the manufacturing industries, men’s clothing have the greatest 
tendency to increase hours, whereas the textiles were keeping 
closer to code hours. Mercantile establishments including de- 
partment stores had increased their hours more than had factories 
since NRA was lifted. 

Reduction of wage rates during 1935 occurred in over two-fifths 
of the factories. All but one of the rayon yarn plants, however, 
had raised wage rates. Department stores reported either definite 
wage cuts or lengthening of hours. Median earnings per week 
for white women for various industries ranged from $8.80 for a 
group of clothing factories manufacturing cheap cotton dresses 
to $16.60 for rayon yarns and cellophane, and $17.80 for printing 
and publishing. For Negro women the median was $6.75 in 
manufacturing and $5.65 in laundries. 


The Tennessee State Planning Commission has already achieved 
some of its objectives. The act creating it provides that the Com- 
mission shall adopt a general plan for the physical development of 
the state, including public ways, grounds, facilities, and all other 
developments of a state-wide or regional character. It is also to 
work out a land utilization program and the zoning ordinances 
necessary to carry out such a program. In the nature of an experi- 
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ment is the clause in the act empowering the Commission to 
create planning regions and to define their boundaries. The 
members of such regional planning commissions as may be created 
are to be appointed by the state Commission, and the regional 
commissions are to make appropriate plans subject to its general 
authority. 

The Planning Commission is assisting in field investigations and 
recommendations for submarginal land purchases, and is gradually 
bringing about coérdination of effort in all phases of the federal 
and state land-use programs. Studies have been made of the 
financial condition, major economic resources, and physical facili- 
ties of the counties. Other activities include a survey of the 
physical plant of the public schools of the state, with recommenda- 
tions for a building program; preparation of a transportation 
plan; preparation of a public works program; a land utilization 
survey; and studies of existing laws relative to lands. The most 
recent publication of the Commission, The Obion River and Forked 
Deer River Watersheds, 1936, shows the necessity for securing ade- 
quate information and data for this important agricultural section 
in Western Tennessee, and suggests a method of undertaking a 
program of improvement for the section. The Commission was 
active in securing the enactment of a number of planning measures 
in the 1935 session of the state legislature. 


Closing of the sluice gates at Norris Dam March 4, 1936, marked 
the practical completion of the first unit in the construction pro- 
gram of the Tennessee Valley Authority. Norris Dam forms a 
vital link in the unified control of the waters of the Tennessee 
River system in the interest of flood prevention, transportation, 
soil conservation, and electricity production. The social and 
economic benefits likely to result from improved land use, cheap 
transportation, and a wide use of electricity by the people of the 
Valley and surrounding areas are a challenge to the imagination. 
The recent report of the Tennessee Valley Authority to Congress, 
The Unified Development of the Tennessee River System, March, 1936, 
sets forth the engineering construction program recommended for 
the conservation of the natural resources of the area. 

Tennessee Valley Authority. T. L. Howarp. 














PERSONNEL NOTES 


Edward G. Cale has been appointed Acting Director of the 
Evening School of Business Administration of the University of 
Richmond while John J. Corson, 3rd. is on leave of absence. 


John J. Corson, 3rd. has been granted a leave of absence from 
the University of Richmond to serve as Executive Assistant to the 
Director of the Social Security Board. 


Melving G. de Chazeau of the University of Virginia is spending 
the summer of 1936 in England studying operating results in areas 
in which the Central Electricity Board is now supplying electricity 
under the Electricity (Supply) Act of 1926. 


P. L. Guyton, Assistant Professor at Mississippi State College, 
has been awarded a graduate assistantship in economics for 1936-37 
at Duke University, where he will resume his work toward the 
Ph.D. degree. 


Earl J. Hamilton of Duke University has recently brought out 
the second volume of his studies in Spanish money and prices. 
The volume is entitled Money, Prices and Wages in Valencia, Aragon, 
and Navarre, 1351-1500, and is published by the Harvard University 
Press as one of the Harvard Economic Studies. 


Mrs. Mary H. Johnson, Instructor at the University of Mis- 
sissippi, has been granted a year’s leave of absence. She has 
accepted a position with the Tennessee Valley Authority at Knox- 
ville. 


James J. Lenoir, Assistant Professor at the University of Mis- 
sissippi, has been granted a year’s leave of absence to accept a 
fellowship at Columbia University. He will work toward the 
J.S.D. degree. 
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M. Ogden Phillips has returned to his regular duties at Washing- 
ton and Lee University after a leave of absence devoted to work 
on a research project entitled ‘““Tramp Shipping: Its Changing 
Position in World Trade."’ 


B. U. Ratchford of Duke University wiil be on a sabbatical leave 
of absence for the next academic year. 


Robert S. Smith of Duke University has received a grant-in-aid 
from the Social Science Research Council and is spending the 
summer in Spain studying the commerce and shipping of Barcelona 
from 1300 to 1600 on the basis of records in the state and municipal 
archives of Barcelona. 


Tipton R. Snavely, Chairman of the Departments of Economics 
and Commerce at the University of Virginia, was elected Grand 
President of the Beta Gamma Sigma Honorary Fraternity at the 
triennual convention held at Cambridge, Massachusetts, on April 
22nd. 


Robert H. Tucker, Dean of Washington and Lee University, is 
a member of the Committee on Taxation of the State Chamber of 
Commerce which has published a new report on ‘‘State and Local 
Taxation in Virginia.’’ Dean Tucker was Chairman of the Com- 
mittee from 1925 to 1935. 


Weldon Welfling has accepted a position as instructor in Eco- 
nomics at Duke University for next year. He will teach courses 
in Finance. He is a candidate for the Ph.D. degree at Princeton 
University and taught at the University of Minnesota last year. 
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